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CHAPTER  I 
INTRODUCTION 


This  manual  has  been  prepared  to  assist  Professional  Stan- 
dards Review  Organizations   (PSROs)   in  designing  and  implementing-^* 
financial  management  and  accounting  systems  that  will  enable  the 
PSRO  to  meet  its  financial  information  needs.     The  PSRO  Financial 
Management  and  Accounting  System   (PSRO-FMAS)   described  in  the 
remainder  of  this  manual  is  part  of  the  PSRO  Management  Information 
System   (PMIS) ,  and  provides  the  necessary  cost  data  to  complete  the 
cost  report  required  in  the  PMIS  Federal  Reports  Manual. 

The  PSRO  Financial  Management  and  Accounting  System  is  not 
intended  to  be  a  mandatory  system.     Rather,   it  is  a  procedural 
method  for  compiling  financial  data  for  management  and  contract 
purposes.     The  system  is  easily  adapted  by  PSROs  because  of  its 
traditional  format  and  its  medical  care  review  program  orienta- 
tion.    It  is  designed  as  a  simple  manual  system  which  does  not 
require  sophisticated  accounting  training  to  initiate  and  use. 
It  is  also  designed  as  a  basic  system  which  can  be  augmented  by  a 
PSRO  which  seeks  to  obtain  more  complex  financial  data.     All  of 
the  recommended  forms  in  this  manual  are  for  illustration;  PSRO 
accounting  personnel  may  prepare  and/or  obtain  their  forms  using 
standard  working  papers  available  in  most  office  supply  stores. 

The  cost  reports  in  the  PMIS  Federal  Reports  Manual  are 
mandatory  for  reporting  PSRO's  Federal  and  non-Federal  review 
activities.     The  PSRO-FMAS  can  be  used  to  meet  this  requirement. 
The  system  can  also  be  used  to  generate  additional  financial 
management  reports  for  operational  control,  budgetary  support, 
and  special  studies. 

Some  smaller  PSROs  may  require  a  minimum  accounting  system, 
possibly  consisting  of  only  cash  receipts  and  disbursement  records. 
In  those  instances,   some  parts  of  the  system  proposed  in  this  manual 
may  be  inappropriate.     The  remainder  of  this  chapter  discusses: 


1. 
2. 
3. 
4. 


Organization  and  use  of  the  FMAS 
PMIS  Cost/Information  flow 
FMAS  overview 
PSRO  documentation 
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1.  ORGANIZATION  AND  USE  OF  THE  FMAS 


The  manual  is  organized  to  provide:     a  general  description  of 
the  financial  management  and  accounting  process;  and  a  detailed 
description  of  budgeting,  accounting,  and  reporting  systems  and 
procedures.     The  organization  and  content  of  the  FMAS  is  shown  in 
Exhibit  1-1,   following  this  page.     The  techniques  illustrated  in 
this  manual  should  be  adaptable  to  PSROs  in  various  stages  of 
development. 

The  main  users  of  this  manual  will  be  PSRO  financial  mana- 
gers responsible  for  recording  and  reporting  the  PSRO's  finan- 
cial operations.     PSRO    directors  will  also  be  interested  in  the 
manual  since  it  covers  the  budgeting  process  and  resource  plan- 
ing.    Since  this  manual  is  designed  to  be  used  by  a  large  number 
of  PSROs  whose  accounting  will  be  done  by  personnel  with  a  wide 
diversity  of  skills,  it  is  expected  that  the  more  knowledgeable 
accounting  personnel  will  be  particularly  interested  in  the  uni- 
form Chart  of  Accounts  and  ledger  coding  scheme,  but  will  not 
make  wide  use  of  other  parts  of  this  manual. 

2.  PMIS  COST/INFORMATION  FLOW 

An  overview  of  the  PMIS  cost  and  accounting  information 
flow  is  presented  in  Exhibit  1-2.     The  PSRO  financial  operating 
parameters  are  established  in  the  following: 

Federal  Reports  Manual 

Contracts  Management  Manual 

Financial  Management  Accounting  System  Manual 
PSRO  Contract 

In  addition  to  the  above,  BQA  also  has  prepared  a  self-instruc- 
tional training  packet  specifically  for  the  required  cost  report- 
ing.    The  training  packet  contains  a  series  of  case  studies  which 
should  be  completed  by  PSRO  accounting  personnel. 

Exhibit  1-2  also  shows  the  PSRO  operational  relationships 
with  hospitals  and  BQA.     BQA's  analysis  of  PSRO  performance  is 
important  because  of  the  feedback  of  information  which  they 
provide . 

3.  FMAS  OVERVIEW 

The  FMAS  is  composed  of  three  major  component  systems: 

Budgeting  System — The  budgeting  system  is  designed  to 
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support  the  planning,  programming,   and  budgeting 
activities  of  the  PSRO. 

Accounting  System  —  The  accounting  system  is  the  key- 
stone  of  the  financial  management  process.     It  is  the 
mechanism  for  accumulating  and  controlling  the  financial 
transactions  of  the  PSRO. 

Reporting  System  —  The  final  element  of  the  financial 
management  system  is  the  reporting     system.  This 
system  provides  the  financial  data  required  for  inter- 
nal management  control  and  external  reporting. 

Three  system  components,  budgeting,  accounting,  and  reporting, 
represent  three  discreet  subsystems  of  the  FMAS .     The  strength 
the  PSRO-FMAS  is  in  the  integration  of  these  subsystems  within 
one  overall  system  to  provide  the  necessary  financial  data  to 
budget,  control  and  evaluate  the  activities  of  the  PSRO  through- 
out their  management  process.     A  synopsis  of  each  subsystem  is  desc- 
ribed in  the  following  paragraphs. 

(1)     The  Budgeting  System 

The  planning  and  budgeting  process  represents  the  ini- 
tial steps  of  the  PSRO  management  cycle,  and  interfaces  with 
the  contract  renewal  process,  as  specifically  described  in 
the  Contracts  Management  Manual.     Performance  of  this  func- 
tion provides  the  framework  for  developing  a  systematic 
method  for  controlling  the  remaining  management  functions  of 
accounting,  reporting  and  analysis. 

Planning  in  a  PSRO  should  consider  both  financial  and 
nonfinancial  operating  factors  over  a  multiyear  period.  In 
most  instances,  PSRO  administrators  should  plan  in  detail 
for  a  one  to  two-year  period   (near-term)   and  plan  in  less 
detail  for  the  longer  range   (three  to  five  years) .  Budgeting 
is  a  form  of  planning  which  emphasizes  financial  factors  re- 
lated to  a  specific  time  period — usually  a  year;  and  reflects 
the  best  estimate  of  the  PSRO's  future  operations. 

The  major  operations  involved  in  PSRO  planning  and  bud- 
geting include: 

Establishing  basic  activity  plans 

Estimating  program  costs 

Developing  budgets 

Implementing  budget  programs. 


< 

The  PSRO-FMAS  has  been  developed  to  support  the  PSRO  in 
their  planning  and  budgetary  processes.     In  this  context, 
formats  for  budget  preparation  have  been  developed  to  assist 
PSROs  in  the  development  of  their  short  and  long-term  plan- 
ning function. 

(2)  The  Accounting  System 

The  accounting  system  is  composed  of  a  series  of  account- 
ing records,  and  procedures  utilized  to  classify,  record  and 
control  the  financial  transactions  of  the  PSRO.     The  design 
of  the  accounting  system  component  is  based  on  the  double 
entry  system  of  accounting,  and  as  such  has  been  configured  to 
accumulate  and  control  financial  transactions  to  facilitate 
comparisons  of  budget  and  actual  costs,  and  to  provide  ade- 
quate internal  control  of  the  fiscal  operations  of  the  PSRO. 

Specifically,  the  accounting  system  addresses  the  fol- 
lowing areas: 

General  Ledger  Function 

Income  and  Accounts  Receivable  Function 

Payroll  Function 

Disbursement  and  Accounts  Payable  Function 
Subsidiary  Expense  Ledger  Function 
Trial  Balance  Function. 

Each  of  these  areas  are  then  addressed  in  relationship 
to  the  accounting  cycle  of  the  organization  in  terms  of  spe- 
cific records  and  procedures  to  record  the  transactions. 
Exhibit  1-4,   following  this  page,  illustrates  this  process. 

( 3 )  The  Reporting  System 

The  reporting  system  is  designed  to  assist  in  manager- 
ial planning  and  decision-making.     Management,  must  rely  to  a 
large  extent  on  information  contained  in  reports  developed 
within  the  organization,   since  management  itself  cannot  easi- 
ly observe,  analyze  and  assemble  all  facts  concerning  opera- 
tions.    The  PSRO-FMAS  accounting  and  budgeting  reports  com- 
prise a  large  portion  of  the  information  needed  by  the  various 
levels  of  PSRO  management  to  effectively  manage  their  program. 
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Three  major  groups  of  reports  on  current  operations  are 
proposed : 

Accounting  reports  consisting  of: 

Balance  Sheet 

Income  and  expense  statement 

Cash  flow  statements 

Internal  operating  reports  consisting  of: 

Program  reports 

Cost  center  reports 

Area  and  hospital  report  summaries 

Reports  which  relate  financial  data  to  demogra- 
phic and  statistical  data 

External  reports,  which  consist  of: 

BQA  reports 

BQA  151 — Quarterly  PSRO  Function  Cost  Summary 

BQA  153~-Quarterly  Delegated  Hospital 
Function  Cost  Summary 

SF  1034~~Public  Voucher  for  Purchases  and 
Services  Other  Than  Personal 

HEW  515 — 4/69  Contract  Financial  Report 

Other  external  agencies 

The  reporting  system  is  the  focal  point  of  the  interface 
of  the  components  of  the  PSRO-FMAS.     In  this  context,  data 
from  the  budgetary  system  and  the  accounting  system  are  com- 
bined to  produce  internal  operating  reports. 

The  reports  specifically  addressed  in  this  manual  are 
all  of  the  external  reports  for  BQA  and  the  basic  accounting 
reports,   including  the  balance  sheet  and  income  statements. 
There  is  a  wide  disparity  between  PSROs  in  terms  of  size, 
scope  of  activities,  complexity  of  operations,  DHEW  contractu- 
al terms,  etc.     Generally,  the  larger  PSROs  will  require  more 
sophisticated  accounting  systems  and  controls  and  a  greater 
number  and  type  of  internal  accounting  reports. 
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4.  BQA  COST  REPORTING  PRINCIPLE 


A  basic  BQA  reporting  principle  is  that  cost  data  reported 
to  DHEW  must  consistently  show  the  same  information.     As  noted 
above,  the  PSRO  external  reports  are  mandatory.     The  reports 
based  on  the  PSRO  accounting  system  are: 

(1)  BQA  151  Quarterly  PSRO  Function  Cost  Summary 

(2)  SF  1034  Public  Voucher 

(3)  HEW  515  ContractFinancial  Report 

Additionally,   individual  BQA  project  officers  may  require  other 
reports  to  supplement  items   (2)   and   (3),  e.g.,  budget  versus 
actual  comparisons,   in  order  to  monitor  PSRO  activities. 

The  FMAS  accounting  system  is  designed  to  assure  that  the 
financial  information  in  the  above  reports  is  the  same.  The 
PSRO's  cost  and  voucher  reporting  must  show  amounts  that  equal 
(or  are  easily  reconcilable)   for  DHEW  control  and  monitoring 
purposes.     The  reasoning  for  this  principle  is  explained  more 
fully  in  Chapter  III. 

As  a  result  of  the  above  BQA  reporting  principle,  there  are 
many  PSRO  accounting  procedures  that  are  relatively  unique  to 
PSROs;  a  complete  summary  of  these  procedures  is  presented  in 
Chapter  III,  Narrative  to  the  Chart  of  Accounts. 

5.  PSRO  DOCUMENTATION 

PSROs  operating  under  DHEW  contracts  are  normally  receiving 
Federal  funds  on  a  cost  reimbursement  basis;   accordingly,  finan- 
cial transactions  must  be  adequately  documented  to  comply  with 
the  applicable  Federal  procurement  regulations.     Documentation  for 
PSROs  includes: 

Establishing  minimum  standards  for  supporting  PSRO 
expenditures;   this  normally  consists  of  vouchers, 
invoices,  cancelled  checks,  etc.,  to  support  the 
purchase  of  goods  and/or  services.     The  PSRO  approval 
process  must  assure  the  propriety  of  the  purchase, 
including  the  purpose  and  amount.     Normally,  the  PSRO 
contract  will  establish  expenditure  limits  and  the 
DHEW  Contract  Officer  and  Project  Officer  will  monitor 
activities  as  a  form  of  indirect  control. 
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Establishing  a  record  retention  system  for  systematic 
retrieval  of  documents,  as  required.     DHEW  contract 
payments  to  PSROs  are  generally  considered  provisional 
payments  and  are  subject  to  Federal  audit  and  approval. 
Consequently,  PSROs  must  maintain  a  record  keeping 
system  that  allows  for  periodic  audit  to  support  and 
verify  costs. 

A  simple  record  keeping  system  for  PSRO  Federal  review 
activities  is  to  batch  and  file  expenditure  supporting 
documents  by  public  voucher.     PSROs  generally  submit 
public  vouchers  for  reimbursement  on  a  monthly  basis, 
and  it  is  relatively  easy  to  segregate  and  file  expen- 
diture documents  with  a  copy  of  the  public  voucher 
containing  the  cost  figures. 

There  are  many  ways  for  assuring  the  adequacy  of  PSRO 
documentation.     It  is  important  for  PSRO  management  and 
accounting  personnel  to  recognize  the  necessity  of 
monitoring  accounting  records,  and  to  seek  DHEW 
assistance  and  advice  whenever  a  documentation  problem 
exists . 
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CHAPTER  II 
THE  BUDGETING  SYSTEM 


The  purpose  of  this  chapter  is  to  present  a  recommended 
approach  to  the  budgeting  function.     Information  presented  in 
the  following  pages  is  intended  as  a  supplement  to  the  PSRO 
Contracts  Management  Manual,  Volumes  I,   II,  and  III,  which  pro- 
vide specific  instructions  for  budget  development  and  submission 
to  BQA.     The  presentation  of  the  budgeting  process  is  expanded 
in  key  areas,  as  follows: 

The  budget  is  developed  functionally  as  well  as  by 
line  item,   so  that  PSROs  will  be  able  to  compare 
planned  costs  by  function  with  the  actual  costs  by 
function  as  required  on  the  BQA  151-Quarterly  PSRO 
Function  Cost  Summary. 

The  budgeting  process  is  related  to  the  accounting 
and  reporting  systems  as  described  in  the  subsequent 
chapters . 

1.  THE  PSRO  BUDGET  ACTIVITY 

The  first  and  most  important  step  in  the  budgeting  process 
is  the  development  of  a  specific  operational  model  for  the 
PSRO.     In  this  regard,   the  goals  of  the  organization  must  be 
considered,   the  specific  activities  to  be  performed  must  be 
identified,  and  the  types  of  resources  required  to  implement 
these  activities  must  be  identified  in  detail. 

Clearly,  the  major  goal  of  a  PSRO  is  to  assure  that  care 
provided  to  Medicare,  Medicaid,  and  Maternal  and  Child  Health 
patients  is  necessary  and  meets  professionally  recognized 
standards.     In  pursuit  of  this  goal,  certain  activities  must 
be  initiated  which  require  the  utilization  of  a  variety  of 
resources.     Exhibit  II-l,   following  this  page,  presents  a  sum- 
mary of  these  program  activities,  and  the  resources  which  may 
be  required  for  implementation  in  graphical  format.     As  indicated 
in  the  Exhibit,  the  PSRO,  when  fully  implemented,  will  perform 
the  following  review  activities  for  Medicare,  Medicaid,  and 
Maternal  and  Child  Health  patients: 

Short-Stay  Review 

Long-Term  Care  Review 

Ambulatory  Care  Review,  as  authorized  at  the  option 
of  the  PSRO. 
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EXHIBIT  11-1 


PSRO  Financial  Management 
Accounting  System 

PROGRAM  ACTIVITIES  AND 
RESOURCE  REQUIREMENTS 


Program  Activities 


Description 


Personnel 


SHORT- STAY  REVIEW 
Concurrent  Review 


Medical  Care 
.  Evaluation 


Profiles  and 
Norms 


Hospital 
Assessment  and 
Monitoring 


Concurrent  Review  includes  costs  for 
conduct  and  management  of  Admission 
Certification  and  Continued  Stay  Review 
and  critieria  development  activities. 
These  costs  exclude  the  following  ser- 
vices : 

o  Monitoring  of  delegated  concurrent 

review  activities 
o  Development  of  delegation  agreemments 
o  Recording  of  concurrent  review  and 

patient  care  data  onto  abstracts  from 

which  automated  profiles  will  be 

generated 

Medical  Care  Evaluation  studies  include 
cost3  for  design,  conduct,  evaluation, 
analysis,  and  implementation  of  studies. 
This  includes  cost  for  MCE  study  cri- 
teria development,  special  data  proces- 
sing of  MCE  study  data,  PSRO  technical 
assistance  in  MCE  study  performance  in 
hospitals  not  delegated  with  the  MCE 
study  function,  and  the  completion  of 
MCE  study  reporting  forms. 

Profiles  and  Norms  include  costs  relat- 
ed to  the  collection,  processing,  and 
analysis  of  data  used  in  profiles  and 
other  reports  based  on  individual  pa- 
tient abstracts.     This  includes  the 
cost  for  the  establishment  and  distri- 
bution of  norms.     These  costs  exclude 
the  following  services: 
o  Costs  of  normal  collection  and  use 
of  data  in  the  management  of  concur- 
rent review 
o  Costa  related  to  collection,  analysis, 

and  reporting  of  MCE  study  data 
o  Costs  incurred  when  profile  analysis 
is  performed  as  part  of  an  MCE  study 

Hospital  Assessment  and  Monitoring  in- 
cludes costs  related  to  assessing, 
monitoring,  and  developing  agreements 
with  hospitals.     This  includes  costs 
related  to  initial  and  subsequent  hos- 
pital assessments,  negotiating  agree- 
ments with  hospitals,  and  monitoring 
of  hospitals.     The  costs  of  monitoring 
hospitals  through  automation  and  anal- 
ysis of  routine  patient  abstract  data 
are  excluded. 


Review  Coordinators 
Data  Analyst 
Data  Clerk 
Clerical 

Physician  Advisors 
Physician  Consultants 
Medical  Director 
Chief  Review  Coordinator 
Accredited  Records  Technician 
Operations  Manager 


Data  Analyst 
Data  Clerk 
Clerical 

Consultants  (Data/EDP) 
Medical  Director 
Operations  Manager 
Accredited  Records  Technician 
Chief  Review  Coordinator 
Physician  Consultant 


Data  Analyst 

Accredited  Records  Technician 
Data  Clerk 
Physician  Advisors 
Physician  Consultants 
Executive  Director 
Operations  Manager 
Clerical 


Executive  Director 
Clerical 

Medical  Director 

Chief  Review  Coordinator 

Operations  Manager 
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EXHIBIT  11-1  (2) 


Program  Activities 


Description 


Pprsonne 1 


LONG-TERM  CARE 
REVIEW 


AMBULATORY  CARE 
REVIEW 


ADMINISTRATIVE 
COSTS 


Long-Term  Care  Review  includea  costs 
related  to  long-term  care  review  acti- 
vities, including  the  development  of 
the  long-term  care  review  program. 


Ambulatory  Care  Review  includes  costs 
related  to  ambulatory  care  review 
activities,  including  the  cost  of 
development  of  the  ambulatory  care 
review  program 

Administrative  costs  are  costs  incurred 
in  the  operations  of  the  PSRO  which  are 
not  directly  identifiable  to  the  func- 
tions.    These  costs  include  the  follow- 
ing : 

o  Recruitment  costs 

o  Training/tuition  costs 

o  Salary  costs  incurred  in  negotiating 
contracts  and  subcontracts;  negotiat- 
ing agreements  with  intermediaries 
and  fiscal  agents;  and  public  rela- 
tions work 

o  Indirect  costs 

o  General  office  costs 


Executive  Director 
Medical  Director 
Clerical 
Data  Analyst 
Data  Clerk 
Operations  Manager 
Physician  Consultants 

Executive  Director 
Medical  Director 
Clerical 

Operations  Manager 
Physician  Consultants 

Executive  Director 
Medical  Director 
Clerical 

Operations  Manager 
Financial  Manager 
Consultant  Costa  (Legal, 
Accounting,  Other) 
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In  addition,   specific  subactivities  have  been  identified 
for  the  Short-Stay  Review  process,   including  Concurrent  Review, 
Medical  Care  Evaluation  Studies,  Profile  and  Norms,  and  Hospital 
Assessment  and  Monitoring.     The  identification  of  subactivities 
for  the  other  programs,  such  as  Long-Term  Care  Review,  will  be 
necessary  when  they  become  operational. 

Thus,  the  first  step  in  the  budgeting  process  for  a  PSRO 
is  to  identify  unique  program  activities,  the  scope  and  amount 
of  activities  to  be  undertaken  in  the  coming  year,  and  the  types 
of  resources  required  for  implementation.     Based  on  this  model, 
the  budgeting  process  can  be  initiated.     The  remaining  steps  in 
the  process  are  discussed  in  the  following  sections. 

2.  THE  PROGRAM  BUDGET  PROCESS 

The  Contracts  Management  Manual  presents  schedules  and 
illustrations  for  developing  the  PSRO  budget  by  specific  line 
items,  as  illustrated  in  Exhibit  II-2  on  Page   15.     However,  the 
manual  does  not  address  the  development  of  the  budget  by  activi- 
ty.    Specifically,  the  major  processes  involved  in  developing 
the  line  item  budget  are: 

Identifying  key  budgetary  assumptions 

Development  of  cost  estimate  work  sheets 

Developing  cost  estimates. 

Completion  of  these  processes  leads  to  the  development  of  a  com- 
prehensive line  item  budget  as  required  in  the  Contracts  Manage- 
ment Manual.     Thus,  the  remainder  of  this  section  presents  a 
methodology  for  formulating  a  program  budget  by  line  item. 

(1)     Identify  Key  Budgeting  Assumptions 

The  cost  work  sheets  can  be  utilized  by  all  PSROs  in 
the  development  of  their  program  budget.  However,  the  spe 
cific  resources  required  and  the  cost  of  the  resources  wil 
be  dependent  on  the  unique  operational  environment  of  the 
PSRO.  In  particular,  key  factors  influencing  the  type  and 
amount  of  resources  required  to  perform  review  may  include 
but  not  be  limited  to,   the  following: 

The  number  of  hospital  admissions  for  "Titled"  and 
"Non-Titled"  patients. 

The  distance  between  hospitals 


The  size  of  the  hospitals 


EXHIBIT  II-2 

PSRO  Financial  Management 
Accounting  System 

BUDGET  REQUEST  BY  COST 
COMPONENT 


Resource  Request  By  Cost  Component 

Budget  Request 

1.     Salaried  Personnel  Costs 

$ 

2.     Employee  Fringe  Benefits 

3 .     Premium  Pay 

4.  Consultant 

a.     Physician  Consultant 

b.     Physician  Advisor 

c.  Other 

5.  Subcontracts 

6.  Travel 

7.     Furniture  and  Equipment 

8 .     Support  Costs 

9 .  TOTAL 

$ 
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The  method  of  processing  abstracts 

The  number  of  delegated  and  nondelegated  hospitals. 

(2)  Development  of  Cost  Estimate  Work  Sheets 

Once  the  basic  budgeting  model  for  the  PSRO  has  been 
established,  a  more  detailed  analysis  of  each  activity  must 
be  completed  to  determine  the  cost  of  conducting  these 
activities.     To  assist  in  this  process,  the  PSRO-FMAS  inc- 
ludes a  series  of  suggested  work  sheets  for  developing 
budgeting  estimates  by  activity  and  subactivity.  (See 
Appendix  A.)     For  example,  Exhibit  II- 3,  on  Page  16,  pre- 
sents a  cost  estimate  work  sheet  for  Concurrent  Review 
activities.     As  may  be  noted,  the  work  sheet: 

Identifies  all  the  cost  components  which  comprise 
the  direct  cost  of  the  program  Concurrent  Review  as 
defined  for  the  PSRO-FMAS 

Provides  the  PSRO-FMAS  general  ledger  and  cost  compon- 
ent code  number  for  all  potential  resource  elements 
required   (coding  scheme  is  provided  in  Chapter  III) 

Provides  a  column  for  describing  the  bases  of  estimat- 
ing cost  for  each  resource 

Provides  for  a  statement  of  costs  for  each  month  of 
the  budget  year. 

Exhibit  II-4,  on  Page  19,  presents  the 
interrelationships  of  cost  estimate  work  sheets  to  an 
overall  program  budget  in  the  format  of  the  BQA  151,  and 
to  the  line  item  budget  as  required  in  the  contract  renewal 
process.     The  work  sheets  can  serve  as  the  basis  for  the 
development  of  the  detailed  costs  for  the  program  as  dis- 
cussed in  the  following  paragraphs. 

(3)  Developing  Cost  Estimates 

The  procedures  for  estimating  resource  costs  will 
vary  according  to  the  organizational/contractual  relation- 
ships between  the  PSRO  and  the     sources  of  the  resources. 
PSRO  services  may  be  rendered,   for  example,  by: 

Staff  on  a  salaried  basis 

Outside  services  on  a  consulting  basis 

Subcontracting  services. 
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It  is  possible  for  one  PSRO  to  utilize  all  three  types 
of  resources.     For  example,  most  administrative  resources 
may  be  internal,  with  all  administrative  personnel  salaried; 
physician  consultant  services  may  be  provided  on  a  consult- 
ing basis;  data  processing  services  may  be  provided  on  a 
subcontracting  basis   (per  unit  basis) . 

Each  PSRC/resource  relationship  requires  a  different 
procedure  when  determining  the  resource  requirements  and 
costs  during  the  budget  period: 

In-House — Staffing  requirements  should  be  determined 
to  meet  the  expected  workload.     If  the  PSRO  has  no 
operating  history,   it  can  utilize  national  and  local 
statistics  to  help  determine  these  resource  require- 
ments . 

Consulting  Basis — Although  consulting  resource  esti- 
mates do  not  require  staffing  projections,  they  do 
require  a  forecasting  of  the  utilization  of  services. 
For  example,  physician  advisors  perform  PSRO  review 
activities  based  on  actual  review  workload. 

Subcontracting — Resource  requirements  of  the  PSRO  for 
services  rendered  on  a  production  basis  are  relatively 
simple  to  project.     In  such  cases,  the  major  assump- 
tion focuses  on  the  number  of  anticipated  units.  For 
example,  processing  of  abstracts  is  limited  to  $.75 
per  discharge  abstract.     Other  subcontracts  will  be 
estimated  on  type  and  scope  of  service  or  task  to  be 
performed. 

Thus,  the  final  step  in  the  program  budget  process  is 
the  development  and  assignment  of  costs  to  the  functions 
and  cost  components  of  the  PSRO.     To  accomplish  this  step, 
it  is  necessary  to  analyze  the  resource  requirements  in 
regard  to  their  total  costs,  and  their  allocation  to  spe- 
cific functions.     For  example,   the  executive  director's 
salary  for  the  coming  year  must  be  estimated,  and  then 
assigned  to  the  appropriate  functions,  such  as  Concurrent 
Review,  Hospital  Monitoring  and  Assessment,  and  Administra- 
tion, based  on  his  or  her  expected  workload  for  the  coming 
year.     A  review  coordinator's  salary  would  most  likely  be 
assigned  to  the  function  "Concurrent  Review" .     The  assign- 
ment of  costs  to  all  resources  is  necessary  to  project  the 
anticipated  budget  level  for  the  coming  year. 

In  summary,  cost  estimates  must  be  developed  by  resource 
or  component  category   (Executive  Director,  Review  Coordina- 
tor, etc.),  and  by  program  function  and  subactivity  (Short- 
Stay  Review,  Concurrent  Review,  Profiles  and  Norms,  etc.),  to 
complete  the  program  budget.     In  addition,  the  method  of 
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projecting  these  costs  will  be  affected  by  the  source  of 
the  resources  (salaried,  consulting  and  subcontracting) , 
and  the  number  of  resource  units  required. 

*  *  *  *  *  * 

Chapter  III  of  this  manual  presents  an  overview  of  the 
accounting  system.     In  addition,  the  detailed  coding  system 
reflected  in  the  cost  estimation  work  sheets  is  described  in 
detail. 
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CHAPTER  III 


THE  ACCOUNTING  SYSTEM 


The  purpose  of  this  chapter  is  to  present  the  accounting  pro- 
cess for  the  PSRO-FMAS.     In  this  regard,  a  recommended  accounting 
organization  is  discussed  by  accounting  functions;   the  organization 
is  then  related  to  the  accounting  cycle,  the  supporting  account- 
ing records,  and  the  management  account  structure.     Chapters  IV-IX 
present  the  detailed  procedures  for  all  the  major  accounting  func- 
tions, including  the: 

General  Ledger  Function 

Income  and  Accounts  Receivable  Function 
Payroll  Function 
Subsidiary  Expense  Function 

Disbursements  and  Accounts  Payable  Function 
Trial  Balance  Function 

1.  PSRO  ACCOUNTING  ORGANIZATIONS 

Exhibit  III-l,  following  this  page,  presents  a  recommended 
accounting  organization  for  PSRO  operations.     The  specific  proces- 
ses shown  in  the  exhibit  include  the: 

General  Ledger  Function 

Income  and  Accounts  Receivable  Function 

Payroll  Function 

Disbursements  and  Accounts  Payable  Function 
Management  Cost  Accounting  Function 
Trial  Balance  Function 
Report  Preparation  Function 

The  development  of  the  accounting  organization  along  the 
lines  of  the  accounting  process  listed  above  facilitates: 

The  identification  of  the  interrelationships  of  PSRO 
program  activities  as  they  relate  to  the  overall  trans- 
action process 

The  development  of  detailed  transaction  flow  proced- 
ures compatible  with  the  flexible  design  of  the  sup- 
porting accounting  records 

The  assignment  of  specific  work  processes  within  each 
area  of  accounting  responsibility. 
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In  addition,  the  accounting  procedures  and  records  for  each 
of  these  areas  are  related  and  are  presented  as  they  relate  to 
the  accounting  cycle  of  the  PSRO,  which  is  comprised  of  four  major 
components : 

Obtaining  funds,  including  the  collection  of  receivables 
Incurring  expenses 

Establishing  proper  accountability 

Adjusting  and  closing  entries  at  year  end. 

Exhibit  III-2,   following  this  page,  presents  the  interrela- 
tionship of  the  accounting  cycle  to  the  functional  processes  and 
supporting  accounting  records. 

The  remainder  of  this  chapter  presents  a  detailed  description 
of  the  PSRO  Management  Account  Structure   (Chart  of  Accounts)  and 
the  body  of  accounting  principles  and  standards  for  the  system. 


23 


s 

> 

3 

a 


E  a 

■•  cr 

IT 


9  £  >  S 
8  £ 


B. 

e. 
& 


V 
3 

5. 


3 

n 

u 

a- 

o 

5. 

8 

cr  " 

c 

3 

a 

§ 

a 

§ 

T 

n 

s 

i. 

*  1 

r> 

-« 

n 
if 

m  o» 

and 
retry 

* 

I 


2.  CHART  OF  ACCOUNTS 


The  recommended  uniform  Chart  of  Accounts: 

Provides  for  recording  all  financial  transactions  in 
an  organized,  methodical  manner 

Provides  for  summarization  of  data  with  minimal  effort 

Provides  a  framework  for  monitoring  current  operations 

Supplies  needed  financial  information  to  all  managers 

Interfaces  with  other  data  required  by  the  PMIS. 

The  establishment  of  the  Chart  of  Accounts  is  a  fundamental 
requirement  for  each  PSRO  in  designing  and  implementing  the  PSRO 
Financial  Management  and  Accounting  System.     While  the  Quarterly 
PSRO  Function  Cost  Summary  must  be  adhered  to  in  order  to  insure 
national  uniformity  of  reports  and  comparability  of  cost  data,  the 
Management  Account  Structure  presented  below  will  provide  PSRO 
management  with  considerable  flexibility  when  accumulating  program 
expenses. 

The  chart  of  accounts  for  PSROs  is  presented  below  to  provide 
an  overview  of  an  accounting  system  for  a  larger  PSRO;  smaller 
PSROs  may  use  the  same  basic  structure,  excluding  the  unnecessary 
accounts . 

The  account  coding  in  the  FMAS  is  based  on  a  five   (5)  digit 
number;   three   (3)   digits  for  the  General  Ledger  Accounts  and  two 
(2)  digits  for  Subsidiary  Ledger  component  cost  codes.     All  General 
Ledger  Accounts  are  identified  by  a  three   (3)   digit  number  as 
follows : 


Code 

Type  of  Account 

100 

Asset 

200 

Liability 

300 

Fund  Balance 

400 

Revenue 

700 

Expenses  -  Federal  Proqram 

800 

Expenses  -  Other  Program 

900 

Expenses  -  Indirect 

The  PSRO  cost  reporting  requirements,  as  discussed  above,  inc- 
lude a  dual  cost  classification  showing  cost  both  by  component  and 
by  function.     The  proposed  accounting  system  separates  costs  by 
function  in  the  General  Ledger.     The  functional  classification 
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system  is  based  on  BQA  cost  reporting  requirements;  the  specific 
functions  are: 


Short  Stay  Review 

—  Concurrent  Review  Activity 

—  Medical  Care  Evaluation  Studies 

—  Profiles  and  Norms 

_~    Hospital  Assessment  and  Monitoring 
Long  Term  Care  Review 
Ambulatory  Review 
Administration. 

The  second  cost  classification  is  the  cost  component.  Classifying 
costs  by  component  is  also  a  BQA  cost  reporting  requirement.  The 
General  Ledger  is  used  to  classify  cost  by  function,  as  explained 
above;   therefore,   in  order  to  also  classify  cost  by  component,  a 
special  Subsidiary  Ledger  must  be  maintained.     The  current  cost 
components  are: 

Salaried  Personnel  Costs 

Review  Coordinators 
Technical 
Administration 
Support 

Employee  Fringe  Benefits 
Premium  Pay 

Consulting  Costs 

Physician  Advisors 

Physicians 

Data 

Legal  and  Accounting 
Other 

Subcontract 

EDP 
Other 

Travel 

Local  Travel 
Out-of -Area  Travel 

Furniture  and  Equipment 

Support 

Office  Space 
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Office  Supplies 

Reproduction  and  Printing 

Postage 

Telephone 

Other 


In  order  to  classify  cost  components,  an  additional  two  digit  num- 
ber is  required  for  coding  all  PSRO  Federal  review  activities  that 
are  reimbursed  under  a  DHEW  contract.     Therefore,  all  PSRO  Federal 
review  transactions  require  a  five   (5)   digit  account  code.  For 
example,   the  account  number  for  a  salaried  accounting  clerk  work- 
ing in  PSRO  administration  is: 


The  account  coding  is  usually  indicated  on  the  document  supporting 
the  original  entry.     The  coding  process  involves  determining  the 
General  Ledger  accounts  and  assigning  the  appropriate  three  (3) 
digit  code  to  the  debit  and  credit  accounts.     When  a  transaction 
involves  a  PSRO  expense   (a  7  00  series  account) ,  a  two   (2)  digit 
Subsidiary  Ledger  account  code  must  also  be  assigned. 

A  more  detailed  discussion  of  the  General  Ledger  and  Subsi- 
diary Ledger  account  coding  structure  follows: 


General  Ledger  Account  Codes 

The  structure  of  the  three   (3)  digit  General  Ledger 
Account  Code  is  a  method  of  classifying  the  account; 
for  example,  the  account  No.   123  breakdown  is: 

1XX     :     The  first  digit  indicates  the  type  of 
account,  i.e.,  asset. 

X2X  :  The  second  digit  indicates  the  classification 
of  the  account  within  each  of  the  major  types 
of  account,  i.e.,  accounts  receivable. 

XX3     :     The  third  digit  indicates  the  exact  account 

within  the  major  classifications;   i.e.,  third 
party  agencies. 

The  first  digit  of  the  General  Ledger,  classification 
by  account  type,   is  presented  above.     The  second  digit 
in  the  three-digit  series  describes  classification  with 


Indirect 


740-04 


740 
04 


General  Ledger  Account  Code 
Subsidiary  Ledger  Account 
Code 
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each  major  type,  as  follows: 


Code  Account  Classification 

100  Asset 

110  Cash 
120  Accounts  Receivable 

130  Other  Current  Assets 

150  Fixed  Assets 

200  Liability 

210  Current  Liabilities 

220  Other  Liabilities 

300  Fund  Balances 

310  Operating  Fund 

320  Other  Fund 

4  00  Revenue 

410  Contract  Revenue  Federal  Program 

420  Contract  Revenue  Third  Party  Agencies 

430  Contract  Revenue  Other  Program 

440  Revenues  -  Miscellaneous 

450  Disallowed  Federal  Government  Billings 

700  Expenses  -  Federal  Programs 

710  Short- stay  Review  Activity 

720  Long-term  Care  Review  Activity 

73  0  Ambulatory  Review  Activity 

740  Administration 

800  Expenses  -  Non-Federal  Programs 

810  Contract  Expenses  -  Third  Party  Agencies 

820  Contract  Expenses  -  Other  Program 

830  Expenses  -  Miscellaneous 

900  Expenses  -  Indirect 

(Used  only  by  PSROs  with  a  negotiated 
indirect  cost  rate.) 


Finally,  the  third  digit  is  used  to  indicate  the  exact 
account. 


Code  Account  Name 
sets 

HO  Cash 

111  Cash-in-Bank 

112  Petty  Cash 

115  Short-Term  Investment/Deposits 
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Code  Account  Name 
Assets 

T20  Accounts  Receivable 

121  Federal  Government 

122  Federal  Government  Suspensions/ 

Disallowances 

123  Third-Party  Agencies 

124  Other  Program 

125  Miscellaneous 

130  Other  Current  Assets 

131  Inventories 

132  Prepaid  Expenses 

150  Fixed  Assets 

151  Furniture  and  Equipment 

152  Allowance  for  Depreciation  - 

Furniture  and  Equipment 

Liabilities 

210  Current  Liabilities 

211  Accounts  Payable 

212  Accrued  Expenses  Payable 

213  Salaries  Payable 

214  Federal  Income  Taxes  -  Withholding 

215  State  Taxes  -  Withholding 

216  FICA  Payable 

217  Federal  and  State  Unemployment  Taxes 

218  Notes  Payable 

220  Contract  Advances 

221  Federal  Contract  Advance 

222  Other  Contract  Advance 

230  Long-Term  Liabilities 

231  Notes  Payable  to  Ranks 

232  Notes  Payable  to  Others 

Fund  Balances 

310  Operating  Fund 

32  0  Other  Fund 

Revenues 

410  Contract  Revenue  Federal  Program 

420  Contract  Revenue  Third  Party  Agencies 

43  0  Contract  Revenue  -  Other  Program 

440  Revenues  -  Miscellaneous 

450  Disallowed  Federal  Government 

Billings 
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Expenses  -  Federal  Program 


Code  Account  Name 

710  Short-Stay  Review  Activity 

711  Concurrent  Review 

712  Medical  Care  Evaluation  Studies 

713  Profile  and  Norms 

714  Hospital  Assessment  and  Monitoring 

720  Long-Term  Care  Review  Activity 

(Specific  functions  not  yet  defined) 

7  30  Ambulatory  Review  Activity 

(Specific  functions  not  yet  defined) 

740  Administration 

Expenses  -  Non-Federal  Programs 

810  Contract  Expenses  -  Third  Party  Agencies 

811  Concurrent  Review 

812  Medical  Care  Evaluation  Studies 

813  Profile  and  Norms 

814  Hospital  Assessment  and  Monitoring 

815  Long-Term  Care 

816  Ambulatory  Review  Activity 

817  Administration 

820  Contract  Expenses  -  Other  Program 

(Specific  function  sub-accounts  may  be 
established) 

830  Expenses  -  Miscellaneous 

Expenses  -  Indirect 

900  Indirect  Expenses 

(This  is  a  clearing  account  used  only  for 
accumulating  actual  and  negotiated  indi- 
rect PSRO  expenses;  refer  to  Appendix  B 


In  order  to  classify  costs  by  the  component  designation, 
i.e.,   salary,  contracts,  etc.,  the  Federal  Review  ex- 
penses  (7 CO  series)   requires  a  five   (5)  digit  number. 
The  last  two  digits  are  component  cost  codes  and  are 
used  for  posting  the  Subsidiary  Ledger  for  component 
costs. 
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Component  Code 


Description 


Salaried  Personnel 
Costs 

01 
02 
03 
04 
08 
09 

Consultant  Costs 

10 
11 
12 
13 
14 

Subcontract 

21 
22 

Travel 

30 
35 

Furniture/Equipment 
Purchases 

40 


Support  Costs 

51 
52 
53 
54 

55 
56 

Indirect  Costs 


Review  Coordinators 
Technical 
Administration 
Support 

Employees  Fringe  Benefits 
Premium  Pay 


Physician  Advisors 

Physicians 

Data 

Legal  and  Accounting 
Other 


EDP 
Other 


Local  Travel 
Out-of-Area  Travel 


Furniture  and  Equipment  Pur- 
chases  (Used  by  PSROs  when  pur- 
chasing Government  owned  assets) 


Office  Space 

Office  Supplies  Purchased 

Reproduction  and  Printing 

Postage 

Telephone 

Other 


90 


Indirect  Cost  Applied 
(Used  only  by  PSROs  with  a 
negotiated  indirect  cost  rate) 


There  are  many  other  cost  classifications  that  may  be 
included  in  the  above  proposed  component  designation. 
The  advantage  of  the  above  is  that  it  matches  current 
cost  reporting  requirements  and  could  be  easily  modi- 
fied and/or  expanded  to  accommodate  future  PSRO  report- 
ing requirements. 

Exhibit  III-3  on  Page  33  presents  an  overview  of  the 
functional  and  component  coding  as  the  costs  they  rep- 
resent would  generally  appear  on  the  Quarterly  PSRO 
Function  Cost  Summary   (BQA-151) . 
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CHART  OF  ACCOUNTS  NARRATIVE 


The  following  is  a  narrative  to  the  above  Chart  of 
Accounts.     The  narrative  is  designed  to  demonstrate  the 
accounting  process  and/or  procedures  for  each  individual 
account.     When  the  accounting  process  for  PSRO  requirements 
differs  from  general  practices,  the  narrative  explanation 
provides  a  complete  discussion  of  the  proposed  process. 
Exhibit  III-3  presents  an  overview  of  the  functional  and 
component  codings. 
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NARRATIVE 


CHART  OP  ACCOUNTS 


1.     ASSETS  -  INTRODUCTION 

Assets  are  generally  considered  to  be  "things  owned  having 
value".     Asset  accounting  for  many  PSROs  differs  from  normal 
practices  because  asset  purchases   (i.e.,  furniture,  equipment, 
inventories,  etc.)  are  not  PSRO  owned;  rather  they  are  U.S. 
Government  owned.     Accordingly,  PSROs  generally  show  such 
purchases  as  costs  in  the  period  of  purchase  rather  than  spread- 
ing the  cost  over  future  periods. 

PSROs  having  both  PSRO  and  Federal  assets  have  a  more  com- 
plicated asset  accounting  process.     Most  of  the  problem  areas 
are  discussed  in  the  narrative  for  the  individual  accounts  and/or 
in  Appendix  B  -  Indirect  Cost  Accounting. 

Four  major  types  of  assets  are  illustrated  in  the  Chart  of 
Accounts,  including 


For  report  purposes,  the  assets  are  organized  in  two  groups: 
(1)  current  assets,  i.e.,  cash,  receivables,  inventories,  and  pre- 
paid expenses,  and   (2)   the  non-current  assets. 

Account  No.   110  Cash 

There  are  three  accounts  illustrated  under  this  asset  group. 
Larger  PSROs  will  probably  expand  the  number  of  accounts  used  for 
cash  accounting  to  include  such  as  a  payroll  cash  account  and  other 
special  deposit  accounts.     The  three  cash  accounts  are: 


Many  PSROs  receive  cash  advances  from  DHEW;  these  advances  are 
to  be  maintained  in  special  non-interest  bearing  accounts  and  may 


Account  No.  110 


Cash 

Accounts  Receivable 
Other  Current  Assets 
Fixed  Assets 


120 
130 
150 


Account  No.  Ill 
112 
115 


Cash-in-Bank 
Petty  Cash 

Short-term  Investments/Deposits 


be  subject  to  other  restrictions .     PSROs  receiving  advanced  funds 
should  review  operating  procedures  with  their  DHEW  contract  repre- 
sentative . 


Account  No.   Ill  -  Cash-in-Bank 

This  account  is  an  asset  account.     Debit  entries  are 
processed  when  cash  is  received.     PSROs  may  receive 
cash  from  the  Federal  Government  for  reviewing  Medicate, 
Medicaid,  and  Title  V  patients.     Also,  PSROs  may  receive 
cash  from  Blue  Cross  or  another  third  party  payor  for 
remaining  patients  covered  under  the  specific  plan. 

If  the  PSRO  receives  an  advance  from  the  Federal 
Government,  this  money  is  deposited  in  a  special  bank 
account.  The  account  debited  is  No.  Ill  and  the  off- 
setting credit  is  to  Account  No.  221-Federal  Contract 
Advance.  If  the  advance  came  from  other  sources,  the 
account  credited  will  be  Account  No.  222. 

Account  No.   Ill  is  also  debited  when  the  PSRO  records 
cash  collections.     The  off-setting  credit  is  to  Accounts 
Receivable. 

For  internal  control  purposes,   it  is  recommended  that 
banking  arrangements  include  a  minimum  of  two  signatures 
for  check  issuance;  normally  this  would  include  the  PSRO 
bookkeeper,  executive  director,  and/or  assistant  director 
or  financial  manager. 

Account  No.   112  -  Petty  Cash 

PSROs  may  require  cash  funds  to  pay v petty  cash  expenses. 
Normally,  petty  cash  funds  should  be  maintained  on  an 
imprest  basis  and  a  special  account  established.  Petty 
cash  reimbursements  are  made  from  Account  No.   Ill  as 
required. 

Account  No.   115  -  Short  Term  Investments/Deposits 

This  account  may  be  required  for  short  term  investments 
or  special  deposits  that  are  frequently  required  for 
specific  services,  i.e.,   telephone.     PSROs  performing 
only  Federal  review  activities  under  a  DHEW  contract 
will  have  investment  restrictions. 

A  periodic  listing  of  the  items  in  this  account  should 
be  prepared  for  internal  management  purposes  and  control. 
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Account  No.   12  0  -  Accounts  Receivable 


There  are  five  types  of  receivables  illustrated  under  this 
asset  group.     Larger  PSROs  may  expand  the  number  of  receivable 
accounts  to  better  control  their  operations.     Normally,  a  sepa- 
rate receivable  account  should  be  established  for  every  major 
contract  or  funds  providing  agreement.     The  only  specifically 
identified  contract  party  identified  in  the  Chart  of  Accounts  is 
the  Federal  Government.     The  five  accounts  illustrated  are: 

Account  No.   121      Federal  Government 


122      Federal  Government  Suspensions/ 
Disallowances 


123  Third  Party  Agencies 

124  Other  Programs 

125  Miscellaneous 


It  should  be  noted  that  some  of  the  larger  PSROs  conducting  a 
wide  range  of  operations  may  have  collection  difficulties  and 
have  to  recognize  bad  debt  expenses  with  off-setting  "Allowance 
for  Doubtful  Accounts."     Since  PSROs  performing  only  Federal  re- 
view activity  and  many  PSROs  will  not  experience  collection  prob- 
lems, bad  debt  accounting  procedures  are  not  included  in  this 
manual.     However,  procedures  for  Federal  Government  Suspensions 
and  Disallowances  are  discussed  below. 

Account  No.   121  -  Accounts  Receivable  Federal  Government 

This  account  is  an  asset  account.     Debit  entries  are 
normally  processed  when  PSRO  contract  vouchers  are 
prepared;   the  off-setting  credit  is  to  Account  No.  410 
Contract  Revenue-PSRO  Program.     Credit  entries  are 
normally  processed  when  the  PSRO  records  cash  collec- 
tions from  the  Federal  Government  in  payment  of  the  sub- 
mitted vouchers. 

In  the  event  non-Federal  work  is  performed,  a  special 
receivable  account  should  be  established  or  Account 
No.   125-Miscellaneous  Accounts  Receivable  may  be  used. 

The  balance  in  Account  No.   121  represents   (1)   the  amount 
of  outstanding  PSRO  voucher  receivables  from  the  Federal 
Government  and   (2)   amounts  suspended  for  inadequate  docu- 
mentation and/or  disallowed  by  DHEW.     Suspended  amounts 
should  be  properly  documented  and  resubmitted  to  DHEW; 
disallowed  amounts  must  be  credited  to  Account  No.  121 
in  accordance  with  the  PSRO  contract  provisions  or  inst- 
ructions from  the  DHEW  Contract  Office. 
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A  periodic  listing  of  the  specific  amounts  in  the  outstanding 
balance  Account  No.   121  should  be  prepared  and  reviewed  to  assure 
that  the  collections  are  reasonably  current  and  all  suspensions/ 
disallowances  are  properly  monitored.     In  the  event  the  PSRO 
experiences  numerous  suspensions,  a  separate  receivable  account  may 
be  established  to  track  suspension  activity   (refer  to  Account  No. 
122  below) . 

Account  No.   122  -  Federal  Government  Suspensions/Disallowances 

This  is  a  special  account  recommended  for  PSROs  experiencing 
recurring  difficulty  in  obtaining  reimbursement  from  the  Federal 
Government.     In  order  to  separate  suspended  amounts  from  current 
receivables,  the  above  account  may  be  used.     Periodic  listings  of 
outstanding  receivables  should  be  prepared  to  assure  proper  collec- 
tion efforts  are  made. 

Disallowances  are  normally  made  by  the  Federal  Government  when 
expenditures  are  improper  and/or  outside  the  contractual  limits. 
For  PSRO  with  a  fund  balance  or  equity  account  a  disallowance  would 
be  recorded  as  a  reduction  of  the  fund  balance  or  equity  account. 
For  those  PSROs  without  such  accounts  it  is  suggested  that  to  pro- 
properly  account  for  the  disallowed  amount  it  is  suggested  that  the 
offset  be  to  the  revenues  account,  thus  establishing  a  debit-revenue 
account. 

With  this  entry  the  disallowed  amount  is  properly  segregated  for 
management  control  and  monitoring  and,  in  addition,  the  revenue 
account  is  properly  adjusted.     This  entry  is  proper  in  that   (1)  the 
contracts  revenue  account  will  not  be  overstated  at  closing,  and 
(2)   there  is  not  an  overstatement  of  operating  expenses.  Exhibit 
III-4  on  page  40  illustrates  this  process. 

Account  No.   123  -  Accounts  Receivable  Third  Party  Agencies 

This  account  is  recommended  for  revenues  from  third  party  agencies 
contract  services.     The  off-setting  account  is  the  revenue  account 
No.  430-Third  Party  Agencies.     When  more  than  one  third  party  agency 
contract  exists,  separate  receivable  accounts  should  be  established, 
e.g. , : 

Account  No.   126    Blue  Cross  Contract  Receivable 

127  Private  Carrier  Receivable 

128  Medical  Society  Contract  Receivable 

The  above  only  illustrates  the  type  of  third-party  activity  that 
may  exist.     Larger  PSROs  having  numerous  third-party  agreements 
may  have  to  use  receivable  account  codes  in  the  160-190  series. 
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EXHIBIT  III-4 


EXPLANATION  OF  ACCOUNT  NO.  122 

The  following  example  explains  the  procesi  for  recording  Suspensions/ 
Disallowances  by  the  Federal  Government  as  an  offset  to  revenues. 

Scenario:     It  is  assumed  that  a  PSRO  has  $500  account  receivables  from  the 
Federal  Government.     Of  this  amount,   $200  were  suspended.     Following  examin- 
ation by  the  Federal  Government  of  this  suspended  amount,  a  determination 
was  made  to  disallow  $100.     The  PSRO  collects  a  total  of  $400. 

THE  JOURNAL  ENTRIES  TO  DEAL  WITH  THIS  CASE  WOULD  BE: 


ACCT .    NO .  DEBIT  CREDIT 

#121  Accounts  Receivable-Federal  Government  $500 

#410  Contract  Revenues-Federal  Government  $500 

#122  Federal  Government  Suspensions/Disallowances  $200 

#121  Accounts  Receivable-Federal  Government  $200 

#121  Accounts  Receivable-Federal  Government  $100 

#122  Federal  Government-Suspensions/Disallowances  $100 

#110  Cash  $400 

#121  Accounts  Receivable-Federal  Government  $400 

#450  Disallowed  Federal  Government  Billings  $100 

#122  Federal  Government  Suspensions/Disallowances  $100 


SUBSEQUENT  DISALLOWANCE  TO  PRIOR  PERIOD  CHARGES 


Another  situation  may  arise  in  which  a  PSRO  would  make  an  entry  to  the  "Dis- 
allowed Billings"  account.     This  occurs  when  an  audit  by  Federal  Government 
auditors  disallows  an  amount  already  billed  for  and  reimbursement  received. 
Because  this  amount  has  usually  appeared  in  a  prior  fiscal  period,   the  disallow- 
ances is  considered  an  "extraordinary"  transaction  for  the  current  period. 

Assume  that  for  explanation  purposes  the  amount  in  question  is  $200  and  the 
billing  to  the  Federal  Government  for  this  reporting  period  equals  $5000. 


ACCT .   NO.  DEBIT  CREDIT 

#121  Accounts  Receivable-Federal  Government  $5000 

#410  Contracts  Revenue-Federal  Government  $5000 


#450  Disallowed  Federal  Billings   (prior  period)  $200 

#122  Federal  Government  Suspensions/Disallowances  $200 

(prior  period) 

#111  Cash  $4800 

#122  Federal  Government  Suspensions/Disallowances  $200 

(prior  period) 

#121  Accounts  Receivable-Federal  Government  $5000 
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The  balances  in  third-party  receivable  accounts  should 
be  reviewed  periodically  by  management  to  assure  timely 
collection  and  prompt  follow-up  action  whenever  a 
receivable  becomes  past  due. 

Account  No.   124  -  Accounts  Receivable  -  Other  Programs 

This  is  the  receivable  account  recommended  for  revenues 
from  other  program  contract  services.     The  off- 
setting credit  is  to  Account  No.   420-Other  Program  or 
to  another  specifically  established  revenue  account. 

The  balance  in  Account  123  normally  represents  the 
amount  of  outstanding  receivables  from  local  govern- 
ment agencies.     A  periodic  listing  of  the  balances,  inc- 
luding the  date  and  period  of  time  outstanding,  should 
be  prepared  and  reviewed  by  management  whenever  there 
has  been  significant  activity  in  the  account. 

Account  No.   12  5  -  Miscellaneous  Accounts  Receivable 
^  

This  account  is  recommended  for  the  various  types  of 
non-recurring  receivables  that  most  business  organiza- 
tions experience,  including  amounts  due  from  vendors, 
employers,  etc. 

The  balance  in  this  account  should  be  reviewed  periodi- 
cally by  management  to  assure  timely  collection  of 
amounts  due. 

Account  No.  130  -  Other  Current  Assets 

The  Other  Current  Asset  Accounts  presented  in  the  Chart  of 
Accounts  are : 

Account  No.  131  Inventories 

132        Prepaid  Expenses 

There  may  be  other  accounts  required  under  this  series  of  accounts 
and  individual  PSROs  may  establish  the  additional  accounts  required. 

It  is  important  to  note  that  most  PSROs  performing  only  Fed- 
eral review  activity  under  their  DHEW  contract  will  not  capitalize 
expenditures  for  inventories  or  prepaid  expenses.     The  logic  for 
this  is  explained  in  the  general  comments  under  the  Asset  Introduc- 
tion. 

Account  No.   131  -  Inventories 

Inventories  for  most  PSRO  will  consist  of  office 
supplies  and  other  expendable  assets.     PSROs  performing 
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only  Federal  review  under  a  DHEW  contract  will  not 
use  this  account;   rather,   they  will  debit  the  appro- 
priate 700  series  expense  account  and  submit  a  claim 
for  reimbursement  to  DHEW  in  the  same  period  the  expen- 
diture occurs. 

PSROs  conducting  non-Federal  activities  may  own  inven- 
tories and  may  use  the  above  account.     The  normal  account- 
ing procedure  for  these  PSROs  is  to  take  a  physical 
inventory  and  prepare  the  necessary  adjustment  at  the 
end  of  the  accounting  period. 

Account  No.     132  -  Prepaid  Expenses 

Prepaid  expenses  represent  assets  that  will  be  consumed 
in  future  periods,  i.e.,  rent,  insurance,  etc.  The 
accounting  procedures  discussed  under  Inventories,  above, 
also  are  applicable  to  this  account. 

Account  No.   150  -  Fixed  Assets  • 

Fixed  Asset  accounting  for  PSROs  is  unique,  as  discussed 
under  the  Asset  Introduction.     There  are  basically  two  different 
accounting  procedures,  depending  on  whether   (1)   the  PSRO  conducts 
only  Federal  review  under  a  DHEW  contract  or   (2)   the  PSRO  conducts 
both  Federal  and  non-Federal  activities,  as  discussed  below: 

(1)     PSRO  Conducts  only  Federal  Review  Under  DHEW  Contract 

All  fixed  assets  purchased  and  used  by  PSROs  are  U.S. 
Government  property  rather  than  PSRO  property.  Accordingly, 
asset  purchases  are  charged  to  the  appropriate  expense  account 
(700  series)  when  the  expenditure  is  recorded.     The  PSRO  does 
not  capitalize  asset  purchases  and  there  are  no  depreciation 
accounting  procedures  to  be  followed. 

The  PSROs  have  a  custodial  responsibility  for  U.S.  Gov- 
ernment owned  property  and  PSRO  accounting  personnel  must 
maintain  the  necessary  property  accounting  records  to  support 
and  document  asset  purchases.     DHEW  Contract  Representatives 
are  available  to  advise  on  proper  inventory  procedures  for 
controlling  U.S.  Government  property.      (These  procedures  are 
generally  beyond  the  FMAS . )     Property  accountability  is  usually 
one  of  the  more  important  areas  included  in  Federal  audits  of 
PSROs. 

PSRO  accounting  personnel  should,  at  a  minimum,  maintain 
a  list  of  U.S.  Government  property  under  PSRO  control.  This 
list  should  include  a  description  of  the  property  and  the  total 
cost,  including  all  related  charges,  such  as  transportation, 
insurance,  etc.     The  total  value  of  all  purchased  fixed  assets 
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must  agree  with  the  totals  shown  for  furniture  and  equipment 
on  the  BQA  151  Quarterly  PSRO  Function  Cost  Summary  Reports, 
Cost  Component  G.      (Note:     The  totals  on  the  BQA  151  must  be 
carried  forward  from  year  to  year  when  reconciling  with  the 
property  values.) 

( 2 )     PSRO  Conducts  both  Federal  and  Non-Federal  Activities 

PSROs  in  this  category  may  purchase  property  for  the 
U.S.  Government  and  also  purchase  and/or  maintain  PSRO- 
owned  property.     The  accounting  procedures  for  all  PSROs 
purchasing  property  under  a  Federal  contract  is  discussed 
above.     Accounting  procedures  for  PSRO-owned  property  are 
as  follows. 

Two  fixed  asset  accounts  are  illustrated  under  this 
account  grouping: 

Account  151     Furniture  and  Equipment 

152    Allowance  for  Depreciation  -  Furniture 
and  Equipment 

Other  fixed  asset  and  depreciation  accounts  may  be  establish- 
ed by  PSROs  as  required,   including,  for  example,  vehicles, 
building,   land,  etc. 

Normal  asset  accounting  procedures  apply  for  all  PSRO- 
owned  property.     Generally,  these  procedures  include  capital- 
izing the  property  at  total  cost   (including  transportation, 
insurance,  etc.)     and  depreciating  the  cost  of  the  property 
over  the  estimated  useful  life.     When  assets  are  donated  to 
the  PSRO  or  assets  are  brought  forward  from  a  previously 
existing  organization,  the  values  to  be  capitalized  are  gen- 
erally the  fair  market  value  at  the  time  of  exchange?  however, 
PSROs  should  seek  professional  accounting  assistance  in  record- 
ing complex  transactions  involving  significant  values. 

Depreciation  accounting  procedures  are  dependent  on  how 
the  PSRO-owned  property  is  used.     If  the  PSRO-owned  property 
is  used  specifically  for  non-Federal  activities,  then  the 
depreciation  expense  is  charged  to  the  non-Federal  expense 
accounts   (800  series) .     If  the  PSRO-owned  property  is  used 
jointly  for  both  Federal  and  non-Federal  or  used  solely  for 
Federal  activities,  the  PSRO  should  do  the  following: 

Request  DHEW  Contract  Office  for  an  indicrect  cost 
provision  as  an  amendment  to  the  basic  contract.  The 
Federal  Government  will  review  the  PSRO  activities  and 
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accounts  and  establish  an  indirect  cost  rate  which  the 
PSRO  can  use  in  recovering  indirect  costs.     A  special 
indirect  cost  accounting  procedure  is  presented  in 
Appendix  B;  the  typical  depreciation  entry  for  a  PSRO 
with  a  negotiated  indirect  cost  rate  is: 

Debit:     Account  900  Indirect  Expenses 

Credit:  Account  152  Allowance  for  Depreciation- 
Furniture  and  Equipment 

As  noted  above r   fixed  asset  accounting  for  some  PSROs  may 
involve  complex  accounting  issues  and  problems.     These  issues 
should  be  coordinated  with  the  DHEW  Contract  Representative  and, 
as  mentioned,  professional  accounting  assistance  may  be  obtained 
in  order  to  properly  resolve  the  problem  areas. 

The  two  illustrated  accounts  are  as  follows: 

Account  No.   151  -  Furniture  and  Equipment 

This  account  is  for  PSRO-owned  property  as  discussed 
above . 

Account  No.   152  -  Allowance  for  Depreciation  - 

Furniture  and  Equipment 

This  account  is  a  contract  account  for  No.   151.  Dep- 
reciation debit  entries  are  charged  to   (1)  non-Federal 
expenses   (800  series)   and/or   (2)   Indirect  Expenses  (900 
series) . 

PSRO  management  may  decide  that  certain  PSRO  owned  pro- 
perty is  used  for  Federal  review  activities  and  choose 
to  charge  depreciation  expense  to  Indirect  Expenses 
(900series)  without  having  negotiated  on  indirect  cost 
rate  with  DHEW.     This  is  permissible?  however,   the  PSRO 
cannot  request  Federal  contract  reimbursement  without 
having  negotiated  an  indirect  cost  provision  in  the 
DHEW  contract.     Refer  to  Appendix  B  for  additional  dis- 
cussion for  Indirect  Cost  Accounting. 
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2.        LIABILITIES  -  INTRODUCTION 


Liabilities  are  generally  defined  as  "amounts  owed".  Lia- 
bility accounting  for  PSROs  is  generally  in  accordance  with  normal 
accounting  practices,  with  one  major  exception.     The  major  excep- 
tion that  sometimes  occurs  is  the  contract  advance  many  PSROs 
receive  from  DHEW  for  Federal  review  activities.     The  DHEW  contract 
advances  are,  by  definition,  PSRO  liabilities  to  the  U.S.  Govern- 
ment; however,  the  nature  of  the  advance  resembles  long-term  oper- 
ating funds  which  tends  to  confuse  many  PSRO  accounting  personnel. 
The  PSRO  contract  advances  are,  technically  and  legally,  liabili- 
ties and  should  be  shown  as  liabilities  in  financial  reports. 

Eleven  different  liability  accounts  are  illustrated  in  the 
Chart  of  Accounts,  as  follows: 


Account  No.   211  Accounts  Payable 

212  Accrued  Expenses  Payable 

213  Salaries  Payable 

214  Federal  Income  Taxes  -  Withholdinq 

215  State  Taxes  -  Withholding 

216  FICA  Payable 

217  Notes  Payable  -  Current 

221  Federal  Contract  Advance 

222  Other  Contract  Advance 

231  Notes  Payable  -  Banks  (Long-term) 

232  Notes  Payable  -  Others  (Long-term) 

The  accounts  have  been  structured  so  that  current  liabilities  are 
easily  separated  for  report  presentation  purposes. 


Account  No.   211  -  Accounts  Payable 

Larger  PSROs  will  probably  maintain  a  separate  Accounts 
Payable  Journal;   smaller  PSROs  may  just  maintain  a 
monthly  accounts  payable  file.     The  accounting  process 
for  accounts  payable  is  demonstrated  in  Chapter  VII. 

Account  No.   212  -  Accrued  Expenses  Payable 

Accrued  expenses  should  be  recognized  by  PSROs  at  the 
end  of  the  accounting  period  prior  to  closing  the 
expense  accounts.     Currently,  the  primary  external 
requirement  for  a  formal  account  closing  is  at  the  end 
of  the  PSRO  contract,  at  which  time  all  outstanding 
liabilities  must  be  recognized.     Generally,  PSROs  per- 
forming only  Federal  review  activities  under  DHEW  con- 
tract will  not  recognize  accrued  expenses  for  interim 
financial  reporting  unless  a  substantial  amount  is 
involved     and  then  the  subject  should  be  discussed  with 
the  DHEW  Contract  Officer. 


PSROs  conducting  non-Federal  activities  may  recognize 
accrued  expenses  in  accordance  with  normal  accounting 
procedures. 

Account  No.   213  -  Salaries  Payable 

This  account  is  to  show  the  amount  of  accrued  salaries. 
Salaries  generally  represent  the  most  significant  budget 
item  for  PSRO  operations  and  PSROs  should  make  end  of 
period  adjusting  entries  for  salaries  earned  but  not 
paid. 

It  should  be  noted  that,   for  PSROs  performing  Federal 
review  activities  under  D1IEW  contract,   the  accrual  for 
salaries  payable  is  basically  the  only  accrual  entry 
recommended.     The  Federal  Reports  Manual  establishes 
that  the  accounting  system  is  to  be  a  modified  accrual 
system  and  the  most  significant  cost  for  the  various 
PSRO  functions  is  salaries.     The  other  costs  that  might 
be  accrued  or  processed  by  accounting  adjustment  (i.e., 
miscellaneous  expenses,  depreciation,  etc.)   either  (1) 
generally  involve  insignificant  amounts  or   (2)  repre- 
sent basic  PSRO  administration  costs  where  the  advantages 
of  recognizing  the  cost  in  the  period  of  expenditure 
outweighs  the  advantages  of  other  alternate  accounting 
methods.     Refer  to  the  discussion  on  BQA  Reporting 
Principles  in  Chapter  I  for  additional  information. 

Entries  to  Salaries  Payable  should  normally  be  process- 
ed by  the  accounting  month,  prior  to  preparation  of  the 
PSRO  voucher  for  contract  reimbursement.     The  appropriate 
reversing  entry  must  be  recorded  early  in  the  following 
month  to  avoid  overstating  expenses  and  requests  for 
reimbursement . 

Account  No.   214  -  Federal  Income  Taxes  -  Withholding 
Account  No,   215  -  State  Taxes  -  Withholding 
Account  No.   216  -  FICA  Payable 

Account  No.   217  -  Federal  State  Unemployment  Taxes 

Payable 

Each  of  the  above  accounts  is  self-explanatory  and 
accounting  entries  are  the  standard  basic  types  of 
entries  in  any  accounting  system.     Chapter  VI  presents 
more  fully  the  source  of  information  for  the  above 
accounts . 


Account  No.   217  -  Notes  Payable 


This  account  is  presented  to  show  the  proper  presenta- 
tion for  longer  term  liabilities  that  may  be  due  within 
the  current  operating  period,  normally  twelve  months. 
Refer  to  Account  No.   230  -  Long-Term  Liabilities 
below. 

Account  No.   220  -  Contract  Advances 

This  group  of  accounts  is  to  present  liabilities  that  repre- 
sent advance  payments  for  future  services  and/or  purchases.  Two 
accounts  are  illustrated  in  the  Chart  of  Accounts;  however,  a  PSRO 
should  establish  a  separate  account  for  each  type  of  contract  advance 
received. 

Account  No.   221  -  Federal  Contract  Advance 

This  account  should  be  used  by  all  PSROs  receiving 
DHEW  operating  funds  in  advance.     These  funds  repre- 
sent a  PSRO  liability  to  the  Federal  Government. 

Debit  entries  to  this  account  should  be  coordinated 
with  and  approved  by  the  DHEW  Contract  Representative. 

Account  No.   222  -  Other  Contract  Advance 

This  account  illustrates  the  type  of  account  that 
should  be  used  for  all  contract  advances.     Debits  to 
this  account  should  normally  be  processed  when  the 
services  are  performed  or  goods  delivered. 

Account  No.   230  -  Long  Term  Liabilities 

Long  term  liabilities  represent  funds  borrowed  by  PSROs  and 
payable  at  some  future  point  in  time.     Most  PSROs  will  not  have 
long  term  liabilities  unless  they  are  carried  forward  from  a  pre- 
viously existing  organization.     Usually,   long  term  liabilities  will 
be  for  non-Federal  review  activities  and,  in  the  event  interest 
expenses  are  incurred,  all  interest  charges  must  be  debited  to  the 
non-Federal  program  expenses   (800  series) .     Interest  expenses  may 
not  be  included  in  the  indirect  rate  determination. 

Two  types  of  long  term  liabilities  are  illustrated  in  the 
Chart  of  Accounts;  both  are  self-explanatory,  as  follow: 

Account  No.   231  -  Notes  Payable  to  Bank 

Account  No.   232  -  Notes  Payable  to  Others 
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3.  FUND  BALANCE  ACCOUNTS  -  INTRODUCTION 


The  Fund  Balance  accounts  in  the  uniform  PSRO  account  struc- 
ture are  equivalent  to  the  PSRO  equity  accounts.     Many  PSROs  exist 
solely  as  a  result  of  a  DHEW  contract  and  are  operating  on  advanced 
contract  funds   (refer  to  Account  No.   221  narrative) .     In  these 
instances  the  PSROs  will  normally  not  have  fund  balance  accounts/ 
unless  the  PSRO  elects  to  capitalize  non-reimbursed  costs. 

PSROs  that  are  the  surviving  entity  of  a  previously  exist- 
ing organization  will  probably  need  to  use  the  Fund  Balance 
accounts  to  present  the  equity  carryforward  of  the  previously 
existing  organization. 

In  situations  where  a  PSRO  is  the  surviving  entity  of  a 
previous  organization  and  there  is  a  carryforward  of  significant 
account  balances,  entries  required  to  transfer  amounts  to  the  PSRO 
accounts  should  be  coordinated  with  the  DHEW  Contract  Representa- 
tive and  professional  accounting  advisors. 

There  are  many  different  types  of  fund  balance  accounts  a 
PSRO  may  require,  a  general  rule  is  that  a  separate  account  should 
be  established  for  each  individual  fund.     Examples  of  the  types  of 
funds  a  PSRO  may  have  include  grants  from  private  foundations  or 
local  government. 

In  the  event  a  PSRO  claim  for  DHEW  contract  reimbursement  is 
disallowed,  the  PSRO  should  eventually  process  the  disallowance  as 
a  debit  to  a  Fund  Balance  account.     This  entry  should  be  coordin- 
ated with  the  DHEW  Contract  Representative. 

Two  Fund  Balance  accounts  are  illustrated  in  the  Chart  of 
Accounts,  as  follow. 

Account  No.   310  -  Operating  Fund 

This  account  is  for  funds  specifically  designated 
for  operations.     Generally,  these  operations  are 
explained  in  the  funding  documentation.  PSROs 
conducting  both  Federal  and  non-Federal  activities 
will  probably  have  an  operating  fund  balance;  PSROs 
that  are  the  surviving  entity  of  a  previously  exist- 
ing organization  will  normally  have  a  beginning  oper- 
ating fund  balance  amount  transferred  to  the  PSRO 
accounts.     The  beginning  amount  is  usually  the  dif- 
ference between  the  value  of  the  assets  and  liabili- 
ties transferred  to  the  PSRO. 
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The  operating  fund  balance  is  also  the  account  used 
to  record  any  difference  between  PSRO  revenues  and 
costs.     PSRO  Federal  review  activities  are  basically 
cost  reimbursable  and  the  Federal  program  total 
revenues  should  equal  total  costs. 

PSRO  non-Federal  review  activities  may  or  may  not  be 
fully  cost  reimbursable  and  the  PSRO  may  not  negotiate 
profit  producing  agreements.     In  the  event  there  are 
differences  between  non-Federal  revenues  and  expenses, 
the  difference  should  be  closed  to  the  Account  No.   310  - 
Operating  Fund  Balance,  or  to  another  specially  estab- 
lished fund  balance  account. 

Account  No.   32  0  -  Other  Fund 

This  account  illustrates  the  non-operating  type  of 
fund  balance  accounts  that  may  be  required  for  PSRO 
accounting.     Normally  these  funds  are  established 
for  specific  purposes  and  special  cash  accounts  may 
be  appropriate  for  proper  control.     For  example,  a 
building  fund  may  be  established  by  a  private  donor; 
the  PSRO  may  debit  the  funds  to  a  special  cash  account 
and  establish  a  separate  Building  Fund  Balance  account. 
As  expenditures  are  made,  the  fund  balance  account  would 
be  reduced  by  offsetting  debit  entries. 

4.         REVENUES  -  INTRODUCTION 

Revenues  are  the  inflow  of  assets  from  Federal  and  non- 
Federal  clients  for  services  performed  or  purchases.  Revenue 
accounts  usually  have  credit  balances.     There  are  five  types  of 
revenue  accounts  illustrated  under  this  major  group,  as  follow: 


Account 

No. 

410  - 

Contract  Revenue  -  Federal  Program 

Account 

No. 

420  - 

Contract  Revenue  -  Third  Party  Agencies 

Account 

No. 

430  - 

Contract  Revenue  -  Other  Program 

Account 

No. 

440  - 

Revenue  -  Miscellaneous 

Account 

No. 

450  - 

Disallowed  Federal  Government  Billings 

Account  No.   410  -  Contract  Revenue  -  Federal  Program 

This  account  is  probably  the  most  common  PSRO 
revenue  account.     All  Federal  contract  reimbursement 
requests  should  be  credited  to  this  account  and  the 
offsetting  debit  is  to  Account  121  Federal  Government 
Accounts  Receivable. 

For  external  DHEW  contract  accounting  purposes,  the 
PSRO  revenue  and  expense  accounts  should  be  closed 
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when  the  contract  is  terminated.     When  a  contract  is 
terminated,  normal  contract  close-out  includes  closing 
the  revenue  and  expense  accounts  and  final  report 
preparation.     For  internal  PSRO  management  purposes, 
interim  financial  reports  may  be  based  on  trial  bal- 
ance working  papers,  as  discussed  in  Chapter  IX. 

The  public  voucher  preparation  procedures  in  Chapter 
VIII  assures  that  PSRO  DHEW  contract  revenues  and 
expenses  are  equal. 

Account  No.   42  0  -  Contract  Revenue  -  Third  Party  Agencies 

Account  No.   430  -  Contract  Revenue  -  Other  Program 

Account  No.   440  -  Revenue  -  Miscellaneous 

Account  No.   450  -  Disallowed  Federal  Government  Billings 

The  accounting  process  for  each  of  the  above  is  basic- 
ally the  same  as  discussed  under  Account  410,  above, 
except  Account  450.     This  account  is  discussed  under 
Account  No.   122   (Federal  Government  Suspensions/Disal- 
lowances)  and  in  Exhibit  III-4  on  page  40. 

Separate  accounts  receivable  accounts  exist  for  each  of 
the  above  types  of  revenue. 

5.         EXPENSES  -  INTRODUCTION 

Expenses  generally  are  the  out-flow  of  assets  resulting  from 
the  PSROs  provision  of  services  and/or  for  procurement  for  Federal 
and  non-Federal  clients.     Expense  accounts  usually  have  debit  bal- 
ances.    Three  major  groups  of  expense  accounts  exist  for  PSRO  oper- 
ations, including: 

Account  No.   7  00  -  Federal  Program  Expenses 
Account  No.   800  -  Non-Federal  Program  Expenses 
Account  No.   900  -  Indirect  Expenses 

PSROs  conducting  only  Federal  review  activities  under  DHEW  contract 
will  use  only  the  Federal  Program  Expenses   (700  series) .  PSROs 
conducting  both  Federal  and  non-Federal  activities  will  use  both  the 
700  and  800  series  of  accounts.     The  Indirect  Expense  account  is  a 
clearing  account  established  for  PSRO  having  and/or  requiring  a  nego- 
tiated indirect  cost  rate.     (Refer  to  Appendix  B  for  a  more  complete 
discussion  of  the  indirect  cost  accounting  process.) 
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Account  No.   700  - 


Federal  Program  Expenses 


Chapter  VII  of  the  FMAS  presents  a  comprehensive  discussion 
of  the  Federal  Program  Expense  accounting  process  and  the  necessity 
for  maintaining  both  General  Ledgers  and  Subsidiary  Ledgers  for 
these  accounts.     The  same  source  documents  are  used  for  posting 
the  General  and  Subsidiary  Ledgers  and  both  must  be  periodically 
reconciled,  at  least  once  each  month.     It  should  be  noted  that 
the  Subsidiary  Ledgers  are  to  be  used  for  preparing  the  Public 
Voucher  for  DHEW  contract  reimbursement.     This  process  assures 
adherence  to  the  BQA  Cost  Reporting  Principle  as  discussed  in 
Chapter  I. 


The  Federal 

Program  Expenses  include  the  following  accounts 

Account 

No. 

710 

-  Short  Stay  Review  Activity 

Account 

No. 

711 

-  Concurrent  Review 

Account 

No. 

712 

-  Medical  Care  Evaluation  Studies 

Account 

No. 

713 

-  Profile  and  Norms 

Account 

No. 

714 

-  Hospital  Assessment  and  Monitoring 

Account 

No. 

720 

-  Long  Term  Care  Review  Activity 

Account 

No. 

730 

-  Ambulatory  Review  Activity 

Account 

No. 

740 

-  Administration. 

The  above  Short  Stay  Review  is  not  a  separate  account;  rather 
the  four  Short  Stay  Review  functions  are. specifically  identified. 
In  the  event  Short  Stay  Review  costs  are  separately  required;  the 
balances  of  each  of  the  four  functions  accounts  must  be  aggregated. 

Functional  categories  for  the  Long  Term  Care  Review  and 
Ambulatory  Review  have  not  yet  been  defined.     When  BQA  establishes 
the  reporting  functions,  specific  accounts  may  be  added  to  the 
above  720  and  730  series. 

Account  No.   711  -  Concurrent  Review 

This  account  is  debited  with  the  PSRO  expenditures  for 
the  conduct  and  management  of  concurrent  review 
(Admission  Certification,  Continued  Stay  Review,  Con- 
current Quality  Assurance,  if  applicable,  and  the  recon- 
sideration of  review  decisions) .     This  refers  to  the 
PSRO's  conduct  of  concurrent  review  and  directly-related 
management  functions  in  non-delegated  hospitals. 

Account  No.   711  -  Concurrent  Review  is  also  debited 
with  expenses  incurred  during  the  establishment,  modi- 
fication and  revision  of  criteria  and  standards  for 
admission  certification  and  continued  stay  reviow. 
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Expenses  related  to  the  monitoring  of  delegated  con- 
current review  activities,  or  the  development  of 
delegation  agreements  are  debited  to  Account  No.   714  - 
Hospital  Assessment  and  Monitoring.     Also,  the  expenses 
incurred  in  recording  concurrent  review  and  patient 
care  data  onto  abstracts  from  which  automated  profiles 
will  be  generated  are  debited  to  Account  No.  713  - 
Profiles  and  Norms 

Account  No.   712  -  Medical  Care  Evaluation  Studies 

This  expense  account  is  debited  with  PSRO  expenses 
incurred  in  the  design,  conduct,  evaluation,  analysis, 
and  implementation  of  studies  in  non-delegated  hospitals 
or  of  PSRO  studies  across  hospitals.     This  includes,  for 
example,  costs  for  collecting  and  analyzing  MCE  study 
data,  coordination  with  medical  education  required  as 
part  of  a  MCE  study,  PSRO  technical  assistance  in  MCE 
study  performance  in  hospitals  not  delegated  the  MCE 
study  function,  and  the  completion  of  MCE  study  report- 
ing forms.     Also,  costs  for  development  of  criteria  and 
standards  for  MCE  studies  are  debited  to  this  Account. 

Account  No.  713  -  Profile  And  Norms 

This  account  is  debited  with  reimbursable  costs  related 
to  the  collection,  processing  and  analysis  of  data  used 
in  profiles  and  other  reports  based  on  individual  patient 
abstracts.     Costs  incurred  in  the  establishment  of  norms 
include  the  costs  for  acquisition,  maintenance  and 
distribution  of  norms  and/or,  if  PSRO  data  are  used  for 
norms  development,  the  cost  of  generating  and  distribut- 
ing norms . 

Costs  of  manual  collection  and  use  of  data  in  the  manage- 
ment of  concurrent  review  are  debited  to  Account  No.   711  - 
Concurrent  Review.     Costs  related  to  collections  analysis, 
and  reporting  of  MCE  study  data  are  debited  to  Account 
No.   712  -  Medical  Care  Evaluation  Studies. 

Also,  if  profile  analysis  is  performed  as  part  of  MCE 
study   (e.g. ,  to  assist  in  identifying  patients  to  be 
included  in  the  study  group,  or  to  obtain  selected  data 
elements  in  the  MCE  study  data  collection  effort) ,  the 
report  analysis  or  special  report  generation  costs  are 
debited  to  Account  No.  712 
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Account  No.   714  -  Hospital  Assessment  and  Monitoring 

This  account  is  debited  with  the  costs  related  to 
assessing,  monitoring,  and  developing  agreements  with 
all  the  hospitals.     This  includes  PSRO  costs  related 
to  initial  and  subsequent  hospital  assessments, 
negotiating  agreements  with  hospitals,  and  monitoring 
through  use  of  site  visits  and  hospital  submissions 
other  than  patient  abstracts.     However,  the  costs 
of  monitoring  hospitals  through  automation  and  analysis 
of  routine  patient  abstracts  data  are  debited  to 
Account  No.   713  -  Profiles  and  Norms. 

Account  No.   720  -  Long  Term  Care  Review  Activity 

This  account  covers  a  specific  function  that  has  not 
yet  been  defined.     It  will  be  debited  with  costs 
incurred  related  to  long-term  care  review  activities 
including  the  costs  for  developing  the  long-term 
care  review  program. 

Account  No.   7  30  -  Ambulatory  Review  Activity 

The  specific  functions  relating  to  Ambulatory  Review 
Activity  have  not  yet  been  defined.     The  Account  will 
be  debited  with  costs  incurred  related  to  ambulatory 
care  review  activities,  if  any,  including  the  costs 
for  developing  the  ambulatory  care  review  program. 

Account  No.  740  -  Administration 

This  account  is  debited  with  costs  incurred  in  the 
operation  of  the  PSRO  which  are  not  directly  identifi- 
able to  function    categories.     Examples  of  costs  to  be 
included  in  this  column  include:     Support  Costs,  Furni- 
ture and  Equipment  Costs,  recruitment  costs,  training 
tuition  costs  and  applicable  portions  of  the  salary  of 
the  executive  director  and  other  administrative  and  sup- 
port personnel  incurred  in  negotiating  contracts  and 
subcontracts,  negotiating  agreements  with  intermediaries 
and  fiscal  agents,  performing  public  relations  work,  and 
general  office  functions. 

Account  No.   800  -  Non-Federal  Programs  Expenses 

These  expenses  are  incurred  by  the  PSRO  as  a  result  of  con- 
ducting non  -  Federal  review  activities.     There  are  only  n.inor 
differences  between  PSRO  Federal  and  non-Federal  expense  account- 
ing; generally  the  non-Federal  expense  accounting  follows  normal 
accounting  procedures.     For  example,  if  the  PSRO  has  capitalized 
property  that  is  used  for  non-Federal  review,  depreciation 
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expense  should  be  charged  to  one  of  the  800  Accounts,  depending 
upon  the  particular  activity  involved. 

The  following  accounts  illustrate  the  non-Federal  account 
structure;   the  expense  categories  should  be  readily  identifiable 
with  the  appropriate  revenue  account. 

Account  No.   810  -  Contract  Expenses  -  Third  Party  Agencies 
Account  No.   8  20  -  Contract  Expenses  -  Other  Program 
Account  No.   830  -  Contract  Expenses  -  Miscellaneous 

As  noted  under  the  discussion  of  revenue  accounting,  separate 
accounts  should  be  established  for  each  individual  PSRO  program 
or  client.     Generally,  both  revenue  and  expense  accounts  should 
be  established  to  monitor  PSRO  performance  in  terms  of  profit 
or  loss. 

In  the  event  of  PSRO  review  activity  performed  for  non- 
Federal  purposes,  the  BQA  Federal  Reports  Manual  requires  a 
quarterly  cost  report  for  non-Federal  reviews.     The  required 
reporting  format  is  that  the  cost  sub-totals  must  be  reported  for 
each  review  function.     Basically,  the  same  accounting  procedures 
used  for  Federal  review  activity  can  be  used  for  non-Federal 
expense  accounting.     The  PSRO  personnel  must  establish  separate 
expense  accounts  for  the  specific  functions;  this  process  is 
illustrated  under  the  Account  810  discussion  below. 

Account  No.   810  -  Contract  Expenses  Third  Party  Agencies 

This  is  the  general  account  that  may  be  used  to  collect 
contract  expenses.     For  purposes  of  illustration,  the 
following  account  structure  might  be  established  when 
the  contract  involves  review  activity: 


Account 

No. 

811 

-  Concurrent  Review 

Account 

No. 

812 

-  Medical  Care  Evaluation  Studies 

Account 

NO. 

813 

-  Profile  and  Norms 

Account 

NO. 

814 

-  Hospital  Assessment  and 
Monitoring 

Account  No.   815  -  Long  Term  Care 

Account  No.   816  -  Ambulatory  Review  Activity 

Account  No.   817  -  Administration 


The  debit  entries  for  the  above  accounts  are  basically 
the  same  as  discussed  under  the  Account  No.   700  -  Federal 
Program  Expenses. 
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Account  No.   8  20  -  Contract  Expenses  -  Other  Program 


Account  No.   830  -  Expenses  -  Miscellaneous 

The  accounting  process  for  the  above  accounts  is  basically 
as  described  under  Account  No.   810,  above. 

Account  No.   900  -  Indirect  Expenses 

This  account  is  a  special  purpose  account  for  PSROs  having 
both  direct  and  indirect  expenses.     Direct  expenses  are  generally 
easily  determined  in  that  if  a  specific  program  did  not  exist 
the  expense  would  not  be  incurred.     Indirect  expenses  are,  however, 
less  clearly  identifiable  with  specific  programs  and  must  be 
allocated  to  programs  based  upon  analysis  and/or  other  accounting 
processes.     A  more  complete  discussion  of  indirect  cost  accounting 
may  be  found  in  Appendix  B. 

6.  SUBSIDIARY  LEDGER  CQST  COMPONENTS 

In  addition  to  the  General  Ledger  accounts,   specific  cost 
component  codes  have  been  established  for  posting  the  Subsidiary 
Ledgers,  as  discussed  in  Chapter  VIII.     The  Subsidiary  Ledgers 
are  important  for  PSRO  operations  for: 

Preparation  of  the  Public  Voucher  for  claiming  DIIEW 
contract  reimbursement 

Preparation  of  the  BQA  151  Quarterly  PSRO  Cost 
Function  Summary. 

A  discussion  of  the  cost  component  accounts  follows: 

Salaried  Personnel  Costs   (00  Series) 

The  Quarterly  PSRO  Function  Cost  Summary   (BQA  151) 
indicates  that  under  this  general  component  the  number 
of  full-time  equivalents  and  the  costs  incurred  for 
each  row  of  salaried  personnel  should  be  reported. 
In  addition,  it  stresses  that  salary  expenditures 
should  be  assigned  on  the  basis  of  time  to  each 
function  category. 

01  Review  Coordinator 

This  component  includes  the  costs  for  all  salaried 
review  coordinators  working  directly  for  the  PSRO. 
Only  that  portion  of  salary  paid  by  the  PSRO  is 
to  be  included  in  cases  where  the  personnel  are 
shared  for  whatever  reasons.     The  salary  of  the 
review  coordinator  supervisor  should  be  included. 
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02  Technical 


This  component  includes  the  costs  for  professional 
personnel  working  in  a  technical  support  capacity 
to  the  PSRO,  not  including  review  coordinators 
(e.g.,  accredited  record  technician,  director  of 
information  systems,  health  data  analyst,  statis- 
tician, etc.) 

03  Administration 

This  component  includes  the  costs  for  those  person- 
nel involved  with  the  overall  management  of  PSRO 
operation.     Examples  include:     executive  director, 
medical  director,  business  manager,  and  other 
general  administrative  personnel. 

04  Support 

This  classification  includes  the  costs  for  clerical 
personnel  involved  in  office  management,  accounting 
/bookkeeping,  data  activities,  typing,  filing  and 
other  similar  activities. 

08  Employee  Fringe  Benefits 

This  classification  includes  the  costs  of  contri- 
butions made  by  the  PSRO  for  such  costs  as  FICA, 
retirement  plans,  life  insurance  and  health  insur- 
ance.    It  does  not  include  vacations. 

09  Premium  Pay 

Finally,  this  component  includes  payments  to 
employees  in  addition  to  salaries   (e.g. ,  overtime) . 

Consultant  Costs   (10  Series) 

BQA  151  indicates  that  under  this  general  component  the 
cost  of  all  personnel  paid  as  independent  contractors 
to  the  PSRO  on  a  consultant  basis  should  be  reported. 
It  also  indicates  that  these  costs  should  be  assigned 
to  functions  based  on  activities  performed  or  the 
subject  for  which  consultation  was  given,  including  the 
following: 

10  Physician  Advisors 

This  includes  the  number  of  full  time  equivalents 
(for  which  costs  were  incurred)  and  the  costs 
incurred  by  the  PSRO  for  physician  advisor  involved 
in  the  performance  of  concurrent  review  in  non- 
delegated  hospitals,  including  their  participation 
in  the  reconsideration  process. 
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11 


Physicians 


This  includes  the  number  of  full-time  equivalents 
(for  which  costs  were  incurred)   and  the  costs 
incurred  by  the  PSRO  for  non-salaried  physicians 
other  than  physician  advisors.     Also,  this  inc- 
ludes payments  to  physicians  for  committee  work 
such  as  criteria  development,  MCE  studies,  and 
profile  analysis  and  other  activities  requiring 
specific  physician  participation. 

12  Data 

This  cost  component  involves  the  costs  of  those 
data  consulting  services  paid  by  the  PSRO. 

13  Legal  and  Accounting 

Related  to  this  cost  component  are  the  costs  of 
those  legal  and  accounting  consulting  services 
paid  by  the  PSRO. 

Subcontract     (20  Series) 

Quarterly  PSRO  Function  Cost  Summary  indicates  that 
all  PSRO  costs  incurred  under  subcontracts  should  be 
listed  in  this  row.     These  subcontracts  should  be 
listed  separately  by  type  of  contract   (e.g.,  printing, 
training,  electronic  data  processing,  etc.).     It  also 
indicates  that  subcontract  costs  under  $300  may  be 
lumped  together. 

Subcontract  costs  must  be  assigned  to  the  different 
function  categories  by  the  estimated  amount  spent  in 
each  subject  area.     For  example,  EDP  costs  for  MCE 
studies  should  be  attributed  to  the  MCE  study  column, 
EDP  for  profiles  in  the  profile  column,  etc. 

21  Electronic  Data  Processing 

This  component  specifically  includes  all  the  costs 
related  to  electronic  data  processing. 

22  Other 
Travel     (30  Series) 

BQA  151  indicates  that  traveling  costs  are  to  be 
divided  into  two  components:     Local;  and  Out  of  Area 
Travel.     These  costs  should  be  assigned  to  function 
categories  by  reason  for  the  trip. 
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30  Local  Travel 


This  component  includes  the  cost  of  local  mileage, 
tickets,  and  per  diem  for  travel  within  the  PSRO 
area;  it  includes  car  rental  and  leases. 

35  Out  of  Area  Travel 

This  component  includes  the  cost  of  tickets, 
mileage  and  per  diem  for  travel  outside  the  PSRO 
area . 

Furniture/Equipment  Purchases   (40  Series) 

BQA  151  indicates  that  under  this  general  component 
the  cost  of  buying,  leasing,  or  renting  chairs,  tables, 
bookcases,  typewriters,  calculators,  adding  machines, 
etc. ,  should  be  included. 

Support  Costs   (50  Series) 

The  Quarterly  PSRO  Function  Cost  Summary  indicates  that 
under  this  general  component,  all  of  the  supportive 
costs  should  be  listed  and  reported  under  "Administra- 
tive Costs. " 

51  Office  Space 

This  includes  the  costs  associated  with  office 
space,  including  rent,  repairs  and  maintenance, 
utilities  and  insurance. 

52  Office  Supplies  Purchased 

This  component  includes  the  cost  of  items  normally 
required  for  business  communication  and  records 
(e.g.,  rulers,  paper,  etc.) 

53  Reproduction  and  Printing 

This  includes  the  cost  of  photocopying  and  print- 
ing not  done  through  subcontracting. 

54  Postage 

This  relates  to  the  costs  of  all  postage. 

55  Telephone 

This  includes  all  telephone  costs. 
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56  Other 


This  includes  all  other  costs  not  specified  above 
in  51  through  55,   such  as  subscriptions,  general 
training  materials  and  training  tuition. 

Indirect  Costs   (90  Series) 

The  indirect  cost  posted  to  the  Subsidiary  Ledgers 
represents  the  amount  applied  on  the  monthly  public 
voucher.     The  DHEW  contract  indirect  cost  negotiation 
will  establish  the  method  for  determining  the  indirect 
cost  applied  to  the  Federal  programs.     Normally,  the 
indirect  cost  rate  base  is  direct  labor   (or  salaried 
personnel  costs)  and  the  amount  of  monthly  indirect  cost 
reimbursable  is  computed  based  on  the  actual  monthly 
labor  costs.     For  example,  assume  a  monthly  labor 
cost  of  $10,000  and  a  negotiated  indirect  cost  rate 
of  10%;  the  reimbursable  indirect  cost  amounts  to 
$1,000.     The  normal  month  end  General  Ledger  entry  is: 

Debit  Credit 

Account  No.   714-90  $1,000 

Account  No.   900  $1,000 

The  entry  to  the  700  series  account  is  automatically 
posted  to  the  Subsidiary  Ledger  records  after  the 
Subsidiary  Ledgers  have  been  posted  and  reconciled 
with  the  General  Ledger  accounts,  the  Subsidiary  Ledger 
is  used  to  prepare  the  monthly  Public  Voucher,  and  the 
following  entry  is  recorded  in  the  General  Ledger  (as- 
suming total  monthly  reimbursable  costs  of  $15,000): 


Debit  Credit 

Account  No.   121  $15,000 

Account  No.   410  $15,000 

Refer  to  Appendix  B  for  additional  information  on 
Indirect  Cost  Accounting. 
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CHAPTER  IV 
THE  GENERAL  LEDGER  FUNCTION 


An  accounting  system  reduced  to  its  most  basic  form  can  be 
visualized  as  consisting  of  two  basic  records;  the  General 
Ledger  and  the  General  Journal.     All  transactions  could  initially 
be  posted  to  the  General  Journal.     At  month's  or  year's  end, 
however,  tedious  accumulation  and  summarization  procedures  would 
have  to  be  employed  to  correctly  categorize  the  various  elements 
of  each  transaction  for  posting  to  the  General  Ledger.     In  this 
regard,  the  General  Journal  is  used  to  post  nonrecurring  trans- 
actions to  the  General  Ledger,  whereas  other  books  of  original 
entry  are  used  as  posting  documents  for  the  General  Ledger. 

A  system's  sophistication,  therefore,  is  dictated  by  the 
activities  of  the  individual  PSRO.     The  more  complex  a  PSRO's 
operations  are,  the  greater  the  need  becomes  to  tailor  account- 
ing journals  and  ledgers  to  those  operations.     Throughout  that 
process,  the  accounting  records  least  subject  to  modification 
are  usually  the  General  Ledger  and  General  Journal.     The  activi- 
ties of  those  two  accounting  records  make  up  the  General  Ledger 
Function . 

1.         ESTABLISHING  AND  POSTING  THE  GENERAL  LEDGER 

The  General  Ledger  is  the  final  point  of  accumulation  of 
financial  information  in  the  accounting  process.     Coupled  with 
the  related  Subsidiary  Ledgers,  the  General  Ledger  provides  suf- 
ficient information  to  control  the  overall  accounting  process 
and  supply  information  for  financial  reporting. 

The  General  Ledger  is  composed  of  separate  ledger  sheets, 
each  one  representing  a  control  account  as  listed  in  the  General 
Ledger  Chart  of  Accounts  presented  in  Chapter  III. 

Activities  involved  in  creating  and  maintaining  the  General 
Ledger  are: 


Formatting  and  posting  the  General  Ledger  based  upon 
entries  from  the  General  Journal  and  other  books  of 
original  entry 

Monthly  balancing  and  closing  the  General  Ledger 
Preparing  trial  balances 

Preparing  reports  at  the  General  Ledger  account  level. 
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(1)     Formatting  and  Posting  The  General  Ledger 


Postings  to  the  General  Ledger  originate  from  several 
major  sources: 

Document  Posting  References 

General  Journal  GJ 

Cash  Receipts/Accounts 

Receivable  Journal  CR 

Cash  Disbursements  Journal  CD 

Accounts  Payable  Register  AP 

Payroll  Journal  PJ 

Each  of  these  records  provides  input  to  the  General  Ledger 
as  a  by-product  of  normal  function. 

The  format  of  each  General  Ledger  expense  sheet  will 
include  the  identification  of  the  following  elements: 

Account  title  and  number 

Date  column 

Description  column 

Reference  column 

Debit  column 

Credit  column 

An  example  of  a  typical  General  Ledger  expense  sheet  is 
shown  in  Exhibit  IV-lf  following  this  page. 

(2)     Monthly  Balancing  The  General  Ledger 

At  the  end  of  each  monthly  accounting  period,  accounts 
posted  to  the  General  Ledger  are  summarized  and  netted  for 
each  ledger  sheet  account,  then  summarized  in  total  to  assure 
proper  balancing  of  debits  and  credits.     Balancing  the  Gen- 
eral Ledger  will  facilitate  the  next  step  in  the  process, 
that  of  preparing  the  trial  balance.     After  the  trial  bal- 
ance is  completed,  the  General  Ledger  and  Subsidiary  Ledger 
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EXHIBIT  IV- 1 


PSRO  Financial  Management 
Accounting  System 

GENERAL  LEDGER 


CASH 
Date 


Explanation 


Ref. 


Debits 


Date 


Explanation 


A/C  M 


Rcf. 


Credits 


ACCOUNTS  RECEIVABLE 


A/C  ft 


Date 


Explanation 


Ref. 


Debits 


Date 


Explanation 


Ref. 


Credits 


INCOME 


A/C  # 


Date 


Explanation 


Ret 


Debits 


Date 


Explanation 


Ret 


Zredits 


1  ACCOUNTS  PAYABLE 

A/C  ff 

Date 

Explanation 

Ret 

Debits 

Date 

Explanation 

Ref. 

Credits 

ACCRUED  EXPENSES  PAYABLE                                                    A/C  ft 

Date 

Explanation 

Rcf. 

Debits 

Date 

Explanation 

Ret 

Credits 

Balance 
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should  be  reconciled.     Subsequent  to  reconciliation,  the 
monthly  voucher  may  be  prepared  for  contract  reimbursement. 
PSROs  may  not  close  General  Ledger  accounts  until  year  end 
unless  the  PSRO  conducts  both  Federal  and  non-Federal  acti- 
vities.    This  process  is  more  fully  described  under  "Trial 
Balance  Function". 

(3)     Preparing  Trial  Balances  and  Accounting  Reports 

Once  the  General  Ledger  is  balanced,  a  summary  work- 
sheet is  prepared  by  account  and  account  balance.     The  trial 
balance  lists  every  account  in  the  General  Ledger  that  has 
a  balance.     The  trial  balance  may  serve  as  the  information 
source  for  preparing  PSRO  accounting  statements,  such  as 
a  balance  sheet,  income  statement,  or  other  statements 
required  by  management. 

2.  GENERAL  JOURNAL  ACTIVITIES 

The  General  Journal  is  a  general  purpose  book  of  original 
entry  for  recording  transactions  not  recorded  in  other  books  of 
original  entry. 

There  are  several  major  categories  of  entries  in  the  Gen- 
eral Journal: 

Correcting  and  Non-Recurring  Entries — Booked  when 

an  error  is  found  or  when  the  transaction  is  performed, 

such  as: 

Mathematical  errors 

Distribution  mistakes 

In-kind  contributions 

Donations  or  other  transactions  not  affecting 
cash. 

Adjusting  Entries — These  are  recurring  and  anticipated 
entries  each  month  or  at  the  end  of  each  year,  and 
include : 

Revenue  or  expense  accruals  to  reflect  trans- 
actions in  the  proper  accounting  period 

Closing  and  reversing  entries. 
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Exhibit  IV-2,   following  this  page,   illustrates  the  General 
Journal  format.     Elements  comprising  the  minimum  information 
needs  of  this  journal  and  recorded  for  each  transaction  are: 

Date 

Account  Number 

Account  title  and  description  of  transaction 

Debit  and  Credit  Amounts 

Each  transaction  posted  to  the  General  Journal  should  be  conse- 
cutively numbered. 
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EXHIBIT  IV-2 


GENERAL  JOURNAL  PSRO  Flnanciil  Management 

Accounting  System 

GENERAL  JOURNAL 


GENERAL  JOURNAL 

DATE 

ACCOUNT 
NUMBER 

DESCRIPTION 

AMOUNT 

DEBIT 

CREDIT 
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CHAPTER  V 

Income  and  Accounts  Receivable  Functions 


Revenues,  by  definition,  are  an  inflow  of  assets,  resulting 
from  PSROs  providing  services  (or  procurements)  for  clients.  The 
inflow  of  assets  is  normally  a  process  involving: 

(1)  Recognizing  revenues 

(2)  Recording  accounts  receivable 

A  third,   subsequent  accounting  activity  discussed  in  this 
chapter  is  the  collection  of  accounts  receivable. 

1.         RECOGNIZING  REVENUES 

There  are  two  distinct  sources  of  PSRO  revenues  as  follows: 

Federal  review  revenues 

Other  revenues 

The  above  distinctions  are  important  because  recognition  of  reve- 
nues for  Federal  review  activities  under  a  DHEW  contract  is  a 
relatively  simple  accounting  process.     Generally,  most  DHEW  con- 
tracts are  cost  reimbursement  agreements  where  revenues  will 
always  equal  total  costs.     In  most  cases,  PSROs  operate  on  a 
monthly  cycle  and  submit  vouchers  to  DHEW  for  cost  reimbursement 
each  month.     The  standard  accounting  entry  to  recognize  the  PSRO 
monthly  revenues  follows: 


Account  No. 


121 


410 


Description 

Account  Receivable 
Federal  Government 

Revenue  -  Federal 
Program 


Debit 


$15, 000 


Credit 


$15,000 


(Above  is  based  on  an  assumed  PSRO  monthly  Federal  review 
costs  of  $15,000.) 

Recognition  of  non-Federal  review  activities  is  more  compli- 
cated.    Generally,  revenues  are  recognized  when  services  are  per- 
formed and/or  products  delivered;  however,  the  PSRO  contractual 
agreement  may  contain  specific  provisions  for  revenue  recognition 
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The  accounting  entry  for  recognizing  non-Federal  review  revenues 

is  normally  the  same  as  illustrated  above  except  that  other  accounts 

should  be  used. 

2.  RECORDING  ACCOUNTS  RECEIVABLE 

Most  PSROs  will  probably  have  only  a  few  entries  for  accounts 
receivable,   and  then  the  entries  will  normally  be  month-end  entries. 
In  these  instances,  the  entries  should  be  posted  directly  to  the 
General  Journal  rather  than  establishing  a  separate  Subsidiary 
Journal . 

In  the  event  a  larger  PSRO  has  a  great  number  of  concurrent 
programs  and  numerous  entries  to  the  accounts  receivable  accounts, 
a  special  accounts  receivable  journal  is  recommended.     Sample  sub- 
sidiary accounts  receivable  journals  are  readily  available  in 
accounting  textbooks  and/or  accounting  supply  stores.     The  format 
of  an  accounts  receivable  journal  would  include  several  debit  col- 
umns for  the  more  active  account  receivable  accounts  and  several 
credit  columns  for  the  offsetting  revenue  accounts. 

Normal  management  controls  over  accounts  receivable  are 
presented  in  the  Narrative  to  the  Chart  of  Accounts, 
In  summary,  PSRO  management  should,  for  good  fiscal  control,  have 
detailed  listings  of  the  outstanding  balances  in  all  receivable 
accounts.     These  lists  should  be  reviewed  to  assure  that  amounts 
outstanding  are  reasonably  current.     Follow-up  action  should  be 
taken  when  collection  delays  or  problems  exist.     Some  of  the  PS- 
ROs may  even  prepare  monthly  accounts  receivable  aging  schedules 
to  isolate  problem  areas. 

Some  PSROs  may  institute  a  separate  set  of  subsidiary  ledger 
cards  for  accounts  receivable  in  order  to  have  improved  control 
over  amounts  due.     Separate  ledger  cards  would  be  established  for 
each  PSRO  debtor;  a  sample  ledger  card  is  illustrated  on  the  Ex- 
hibit V-l. 

3.  CASH  RECEIPTS 

Cash  accounting  includes  both  cash  receipts  and  cash  disbur- 
sements; the  disbursement  procedures  are  summarized  in  Chapters  VI 
and  VII.     Most  PSROs  will  probably  have  only  a  few  entries  for 
cash  receipts;  most  of  the  entries  will  involve   (1)   receipt  of 
DHEW  contract  reimbursements,  and   (2)   other  non-recurring  miscell- 
aneous receipts.     In  these  instances,  the  PSRO  should  record  the 
entries  in  the  General  Journal,  as  illustrated  below: 
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a 


5  o 

2  3 


« 
i 


Account  No. 


Description 


Debit 


Credit 


111 


Cash-in-bank 


$15,000 


121 


Account  Receivable  - 
Federal  Government 


$15,000 


(Assumed  collection  of  accounts  receivable) 


Larger  PSROs  having  numerous  cash  receiving  transactions 
should  establish  a  separate  subsidiary  Cash  Receipts  Journal, 
rather  than  recording  entries  in  the  General  Journal.     A  sepa- 
rate Cash  Receipts  Journal  is  recommended  because  of  the  improv- 
ed internal  control  required  by  larger  PSROs  having  significant 
cash  flow  activity.     Some  PSROs  may  want  to  institute  a  consoli- 
dated cash  receipts  and  accounts  receivable  subsidiary  journal. 
As  noted,  these  specialized  journals  are  available  in  accounting 
textbooks  or  from  accounting  supply  stores;  the  PSRO  accounting 
format  for  these  journals  is  basically  similar  to  normal  commer- 
cial accounting  systems. 

4.  INCOME  AND  ACCOUNTS  RECEIVABLE  FUNCTION 

An  overview  of  the  interrelated  activities  of  the  income 
(revenue)   and  accounts  receivable  function  for  the  larger  PSROs 
is  presented  on  Exhibit  V-2. 
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CHAPTER  VI 


THE  PAYROLL  FUNCTION 


The  PSRO  Payroll  Function  contributes  heavily  to  organiza- 
tional and  accounting  complexity  because  physician  and  staff 
personnel  costs  must  be  apportioned  on  a  functional  basis.  There 
are  several  processes  involved  in  the  payroll  function: 

Periodic  preparation  of  payrolls 

Maintenance  of  appropriate  payroll  and  personnel 
records 

Distribution  of  salary  and  wage  costs  to  function 
expense  accounts  and  cost  component  categories 

Preparation  of  periodic  reports  internally  for  manage- 
ment and  externally  for  DHEW,   IRS,  etc. 

Since  local  clonditions  and  operating  requirements  dictate 
the  details  and  functional  responsibilities  of  the  payroll  func- 
tion, it  is  possible  in  a  description  of  this  process  to  indicate 
only  general  guidelines  for  use  by  all  PSROs .     Most  procedures 
discussed  here  are  simply  a  synopsis  of  employer  requirements 
in  the  Employer's  Tax  Guide    (Circular  E)   published  by  the  Internal 
Revenue  Service.     Copies  of  this  Guide  should  be  obtained  at 
either  IRS  regional  or  local  offices,  since  it  contains  copies 
of  tax  returns  and  related  forms  and  instructions  concerning 
income  tax  withholdings,  FICA  tax  withholdings,   and  employer's 
FICA  tax.     Exhibit  VI-1,   following  this  page,  depicts  the  inter- 
relationships of  the  operation,  records,  and  reports  involved  in 
the  payroll  process. 

1 .        PERIODIC  PREPARATION  OF  PAYROLLS 

In  most  organizations,  payrolls  will  be  prepared  either 
biweekly  or  monthly.     Complete  and  accurate  preparation  of  the 
employee's  Monthly  Time  Sheet,  Exhibit  VI-2,  on  page  73  ,  is 
essential  to  the  payroll  function,  and  care  should  be  exercised 
to  ensure  the  completeness  and  accuracy  of  its  preparation.  Under 
the  wage  and  hour  law,  an  employer  is  to  keep  records  of  hours 
actually  worked.     It  should  also  be  noted  that  certain  personnel 
are  not  required  by  law  to  maintain  time  records.     Allocation  on 
a  percentage  basis  for  time  and  effort  should  be  done  for  these 
and  documentation  maintained  to  support  the  costs.     An  important 
purpose  of  the  employee's  Monthly  Time  Sheet  is  to  display  person- 
nel time,   so  that,  subsequent  to  the  preparation  of  the  payroll, 
cost  factors  can  be  related  back  to  each  of  the  PSRO  functional 
areas.     The  employee  should  prepare  the  time  sheet  as  follows: 


71 


1 

9 

•a 


i 


s 


o 

K 

5 
>• 
< 

a. 
O 

BE 

8 

u 

E 

O 


O 


1 


<  O  K 

cc  z  o 
v  <  u 


1 


□ 


S 


2 

O 
X 
E 
as 


8 

w 
« 
o 
o 
< 


'  o 
i  u 
I  09 


ui  o  5 
o  o 
£5 


o 


► 


i 

K  ui 


or  w 

si 

3  Z 
O  (C 

s< 

ec  u 


o 

at  at 


o  o 
<  cc  a 

A.  uj  2 

4.  ui 


z 

S 


K 


EXHIBIT  VI-4 


PSRO  Financial  Management 
Accounting  System 

PAYROLL  CHANGE  SLIP 


Change  No: 


Employee  Name: 


Title: 


Pay  Rate 


Old 


New 


PAYROLL  CHANGE  SLIP 


Date  Prepared: 


Type  of  Change 

Add  to  Payroll 

o 

<5  * 

Change  Rate  of  Pay 

•3  0 

Cliangc  Working  Hours 

O  CQ 

6 

Other  Changes 

Remove  From  Payroll 

Effective  Date: 


Reason/Explanation  of  Change 


Per 


Per 


Program 


Program 


Social  Security  Number 


Function 


Function 


Working 
Hours 


Oilier 


Remarks: 


Old 


New 


Old 


New 


SIGNATURES 


Prejared  Dy: 

Recommended  By: 

Approved  1: 

Approved  2 : 

Entered  on  Payroll: 

Date: 

Date: 

Date: 

Date: 

Date: 

PurticuLir  care  must  be  taken  to  explain  accurately  the  reasons  for  separations  from  the  jxiyroLl  because  State 
unemployment  insurance  benefits  arc  dependent  upon  this  information.   Such  reasons  as  "discharged  for  cause" 
or  "voluntary  resignation"  may  result  in  an  extended  waiting  period  or  other  penalty  before  benefits  can  be 
obtaujed;  whereas  "laid  off— no  work"  usually  entitles  the  employee  to  preferred  status  with  respect  to 
unemployment  benefits. 
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Record  name  of  employee  and  month 


Write  number  of  hours  worked  each  day  beside  the 
corresponding  program.     These  hours  need  to  also 
correspond  with  the  numerical  day  of  the  month  (at 
the  top  of  page) . 

The  accounting  personnel  will,  at  the  end  of  each  month, 
total  all  hours  by  day,  and  by  cost  center  within  each  activity. 
The  payroll  process  also  entails  maintaining  a  detailed  earnings 
record,  or  pay  card,  for  each  employee  and  payroll  change  slips, 
as  illustrated  in  Exhibit  VI-3  and  Exhibit  VI-4,  on  pages  74  and 
75  . 

The  earnings,  deductions,  and  net  pay  for  each  employee, 
as  shown  on  the  payroll  journal,  are  recorded  on  his  pay  card 
each  pay  period.     Other  expense  items  such  as  health  insurance, 
retirement,  etc.,  must  be  included  if  appropriate  to  the  PSRO. 
The  card  furnishes  the  information  needed  for: 

Preparing  the  payroll  for  persons  not  having  a  change 
in  payroll  status  during  the  period 

Preparing,   together  with  the  payroll  change  slips,  the 
payroll  for  persons  having  a  change  in  payroll  status 
during  the  period 

Reporting  income  tax  withheld  and  taxable  wages  and 
withholdings  under  the  Federal  Insurance  Contributions 
Act   (FICA)   for  each  employee  during  the  period   (Form  941) 

Preparing  the  Statement  of  Earnings  and  Taxes  Withheld 
Form  W-2 

Preparing  the  State  Unemployment  Tax  Reports 

Preparing  the  state  income  tax  withheld  reports  where 
appropriate 

The  pay  cards  should  be  filed  in  the  same  arrangement  and 
sequence  as  the  employees  are  listed  on  the  payroll. 

The  columns  on  each  pay  card  should  be  totaled  every  quarter 
and  the  amounts  recorded  in  the  space  provided.     Space  is  provided 
for  calendar  year  totals  to  day  after  the  totals  for  each  quarter. 
The  totals  of  the  columns  should  be  crossfooted  as  a  check  on  the 
correctness  of  the  amounts  recorded  and  the  column  totals.  The 
aggregate  of  the  columnar  totals  of  the  pay  cards  should  be 
reconciled  to  the  following  General  Ledger  control  accounts  each 
quarter : 
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Federal  income  taxes  withheld 

Federal  Insurance  Contributions  Act  tax  withheld 
State  income  tax  withheld 

2 .  MAINTENANCE  OF  APPROPRIATE  PAYROLL  RECORDS  AND  CONTROLS 

The  payroll  journal,   illustrated  in  Exhibit  VI-5,  following 
this  page,   is  the  major  accounting  record  of  gross  salaries  paid 
to  all  employees   (including  net  salaries  and  deductions) ,  and 
the  allocation  and  distribution  of  those  amounts  to  the  expense 
accounts.     The  employee's  time  sheet  will  be  a  source  document 
for  preparing  the  payroll. 

The  specific  payroll  journal  procedures  are  as  follows: 

Enter  the  date  in  the  date  column  for  each  employee. 

Enter  the  employee's  name  and  the  check  number  for 
each  paycheck. 

Enter  the  monthly  gross  salary  in  the  Gross  Pay  column. 

Distribute  the  payroll  taxes  for  each  employee  under 
the  appropriately  marked  column. 

Distribute  the  gross  salary  to  the  functions  on  which 
the  employee  worked.     Review  the  monthly  time  sheet  to 
make  this  allocation. 

Upon  completing  the  entries  for  the  month,   foot  and 
crossfoot  all  columns. 

Post  payroll  expense  columns  to  the  General  Ledger  and 
Subsidiary  Ledger  accounts. 

3 .  PAYROLL  REPORTS 

Periodic  reports  based  on  payroll  records  of  earnings  and 
withholdings  must  be  made  to  taxing  authorities  and  others  to 
whom  payment  of  withholdings  are  made.     Only  Federal  reports 
are  uniform  throughout  the  50  States.     Reports  to  the  State  tax 
agencies  and  other  agencies  for  whom  withholdings  are  made  will 
vary  with  the  State  and  agency  involved.     The  Employer's  Tax 
Guide,  Circular  E,  should  be  consulted  in  connection  with  the 
tax  reports  discussed  under  this  section.     Several  more  stan- 
dardized report  procedures  and  requirements  include: 

Withholdings  from  employee's  earnings 
Periodic  deposit  of  taxes 
Employer's  Quarterly  Federal  Return 
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WITHHOLDINGS  FROM  EMPLOYEE  EARNINGS 


A  variety  of  withholdings  from  the  earnings  of  employee 
wages  as  required  by  law  with  written  authorization  of  the 
employee.     Several  of  the  major  withholding  categories  are 
descirbed  below: 

The  Employee's  Withholding  Exemption  Certificate,  Form 
W-4,   is  available  from  the  local  Internal  Revenue 
Service  Office.     The  amount  of  Federal  income  tax 
periodic  payroll  withholdings  is  determined  by  using 
the  instructions  and  tables  in  the  Employer's  Tax 
Guide,  Circular  E. 

The  State  income  tax  withholding  authorization  forms, 
withholding  rates,  and  instructions  vary  from  State  to 
State  and  are  available  from  the  State  tax  agency. 

A  statement  of  Earnings  and  Taxes  Withheld,  Form  W-2,  must 
be  issued  to  employees  annually,  no  later  than  January  31,  with 
copies  distributed  to  the  Federal,  State,  and  local  taxing  agen- 
cies.    The  Employer's  Tax  Guide  presents  detailed  instructions 
on  the  preparation  and  proper  disposition  of  the  form. 

5 .  PERIODIC  DEPOSIT  OF  TAXES 

Funds  withheld  from  an  employee's  earnings  and  the  employer's 
FICA  and  unemployment  taxes  must  be  properly  accounted  for.  The 
various  agencies  provide  both  instructions  and  forms  to  be  used 
in  making  reports  and  periodic  payments. 

6 .  EMPLOYER'S  QUARTERLY  FEDERAL  RETURN 

An  Employer's  Quarterly  Federal  Tax  Return   (Form  fM  ] )  , 
together  with  any  tax  due,  must  be  submitted  to  the  Internal 
Revenue  Service  within  30  days  after  the  close  of  each  calendar 
quarter  and  by  February  28  for  the  last  quarter.     The  Employer's 
Tax  Guide,  Circular  E,  has  complete  instructions  on  the  prepara- 
tion and  submission  of  the  form. 

7 .  PAYROLL  ACCOUNTING  —  CASE  STUDY 

The  payroll  process  for  a  typical  PSRO  employee  is  illustrated 
in  this  case  study;  other  explanatory  comments  are  made  where 
appropriate . 

There  are  basically  four  steps  in  the  payroll  accounting 
process,  as  follows: 
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Step  1  —  Employee  Time  Card  Completion 

Step  2  —  Employee  Earning  Record  Posting 

Step  3  —  Expense  Distribution 

Step  4  —  Payroll  Journal  Entries 

Exhibit  VI-6  presents  each  of  the  above  steps;   the  recommended 
forms  are  reproduced  for  illustration  purposes. 

8 .        FULL-TIME  EQUIVALENTS 

BQA  cost  reporting  requirements  include  reporting  full-time 
equivalent  statistics  as  well  as  dollar  costs.     A  full  discussion, 
definitions,  calculations,  and  presentations  are  contained  in  the 
BQA  self-instructional  training  materials  on  cost  reporting. 
These  materials  are  discussed  more  fully  in  Chapter  X. 
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EXHIBIT  VI-6 
Page  1  of  5 


STEP  1   —  EMPLOYEE  TIME  CARD  COMPLETION 


PriRO  Flnanrlal  M  ani^minl 
Accounting  Sytlrm 


MONTI  U  Y  1  IMF  SUF.FT 


MONI1H.Y  TIMF.  SHEET 


N.imct 


Component  Category 


Code 


Supcrvtiori 


Data 


C 
< 

o 

H 
o 

o 

Dorrlpllon 

1 

2 

» 

4 

S 

r» 

7 

8 

9 

10 

It 

12 

14 

iS 

is 

17 

18 

19 

20 

21 

22 

23 

24 

25 

27 

21 

2') 

SO 

M 

77 
8 
H 

MO 

SHORT  STAY  REVIEW 

0 
0 

d 
0 

p 

0 

— r 
0 







f  I' 

I 

Concurrent  Rrvlpw 

2 

Medical  Con*  Evaluation 

 l 

3 

Profllr  ami  Normi 





4 

Hospital  Assessment  and 
Monitoring 

$ 

S 

f 

720 

IONC--TERM  CARE 
DEVELOPMENT 

6 

E 

730 

AMBUIATORY  REVIEW 
DEVELOPMENT 

740 
800 

AIMINISTRATION 

/ 

s 

8 

WN-FEDERAL  PROGRAM 

71 

Holiday 

Sick 

Vacation 

TOTAL  nouns 

? 

? 

9 

f 

t 

P 

F 

s 

s 

r 

F 

f 

? 

f 

F 

f 

F 

Assumed  Data 


Above  is  the  August  1975  time  sheet  for  hypothetical  PSRO 
employee  James  Smith.  This  employee  is  an  administrative 
assistant  and  was  approved  by  DHEW  as  a  PSRO  support  employee. 

Comments 

PSROs  conducting  non-Federal  review  activity  should  have  time 
sheets  that  provide  for  both  Federal  and  non-Federal  activities. 


Process 


Employee  maintains  time  sheet  and  submits  to  supervisor  at  the 
end  of  the  payroll  period  for  approval.  Completed  time  sheets 
are  then  forwarded  to  accounting  personnel  for  processing. 


EXHIBIT  VI 
Page  2  of 


STEP  2  —  EMPLOYEE  EARNING  RECORD  POSTING 


I MFlOYUri  B AHNIKO  BlCOnO  (PAY  CAHOI 


IMHt>Y?ri  URNIWC  MCORD 
(PAV  CAW>( 


ADOMtS.           j  X(,fc#  She***  t>C. 
MS* 

TIltPHONIi 

iocial  ficutmv 

HO 

9 

D 

IMrLOVMf  NT  flfllOD 

HlA|  i 

TinMi 

PAY  RATI 

CXAMOI 
nicono 

M 

ar 

IHPlANATlON 

fl  NDINO 

TIMfl 
WOn KID 

KAftNINOI 

DtOUCTIONl 

MQUIAA 
S  ARNINOS 

OVIfl- 

TOTAL 
PAV 

rcoinAL 

tNCOMf 
T  AM 

•OC 

ncA 

Sitfa  Tu 

AMOUN  F 

Ml T 'AT 

//re 

lit 

✓090 

ro<30 

20$ 

Process 


Based  on  hours  reported  on  the  employee  time  sheet,   the  gross  pay 
is  determined  and  necessary  deductions  computed  based  on  the 
employee's  earning  card  data. 


EXHIBIT  VI-6 
Page  3  of  5 


STEP   3  --  EXPENSE  DISTRIBUTION 


Based  on  the  information  from  both  the  employee  time  sheet  and 
the  earning  record  card,  the  expense  account  distribution  is 
computed  as  follows: 

Hour  Rate  Calculation 

Gross  Pay  —  $1,090  .n  . 

m  .  1 —  — ' ,  >■  Q  =  $6.49  per  hour 

Total  Hours  —     168  ^ 

Expense  Distribution 

Based  on  hours  from  employee  time  sheet;  the  employee  component 
code  was  04. 


Account  No. 

Description 

Hours 

Expense* 

711-04 

Concurrent  Review 

40 

260 

714-04 

Hos.  Assessment/ 

Monitoring 

32 

208 

720-04 

Long-Term  Care 

24 

156 

740-04 

Administration 

72 

466 

$1,090 

*     The  expense  calculation  is  rounded  to  facilitate  the 
posting  process. 

Comment 

There  are  many  ways  of  determining  the  payroll  expense  distribution 
Employee  FICA  taxes  may  be  distributed  at  this  time  or  to  another 
account  established  for  that  purpose. 
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Comment 


The  above  represents  only  one  employee.     After  all  employee  earnings 
are  recorded  for  the  month,  the  totals  of  each  of  the  columns  are 
posted  to  the  General  Ledger.     Additionally,  the  debit  entries  to 
the  expense  accounts   (700  series)   are  also  posted  to  the  subsidiary 
ledgers.     Subsidiary  expense  ledgers  are  discussed  in  Chapter  VIII. 
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CHAPTER  VII 


THE  DISBURSEMENTS  AND 
ACCOUNTS  PAYABLE  FUNCTION 


There  are  essentially  four  different  processes  through  which 
all  disbursement  transactions  will  progress,  and  include: 

Invoice  verification  and  voucher  preparation 
Maintenance  of  the  Accounts  Payable  Register 
Maintenance  of  the  Subsidiary  Expense  Ledger 
Preparing  checks  and  recording  cash  disbursements. 

Each  of  these  disbursement  functions  will  be  discussed  in  subse- 
quent sections  of  this  chapter,  with  the  exception  of  the  process 
"Maintenance  of  the  Subsidiary  Expense  Ledger"  which  is  discussed 
fully  in  the  succeeding  chapter.     An  illustration  of  the  overall 
Disbursement  and  Accounts  Payable  Function  is  shown  in  Exhibit 
VII-1,   following  this  page. 

1 .        INVOICE  VERIFICATION  AND  VOUCHER  PREPARATION 

Basically,  there  are  two  distinct  procedures  by  which  PSROs 
may  process  vendor  bills  for  payment.     As  bills  are  received, 
they  can  be  verified  by  the  bookkeeper,  generally,  and  filed 
alphabetically  by  vendor  once  a  check  has  been  prepared  and 
disbursed.     Smaller  PSROs  may  adapt  this  method  to  their  own 
particular  operations.     But, as  PSRO  operations  become  increasing- 
ly complex,  a  more  sophisticated  system  of  control  over  all  expendi- 
tures is  necessary.     One  effective  method  is  the  voucher  system. 

The  voucher  system  will  require  that  every  liability  be 
recorded  in  the  Accounts  Payable  Journal  prior  to  payment.  This 
system,  when  properly  maintained,  assures: 

Invoices  are  properly  authorized  and  received  prior 
to  payment 

Purchase  discounts  are  optionized 

Transactions  are  easily  auditable  due  to  the  commonality 
of  methods  for  processing  all  cash  disbursements. 

There  are  two  distinct  processes  which  should  be  per- 
formed upon  receipt  of  an  invoice  or  bill,  voucher  preparation, 
and  invoice  verification  and  processing. 

( 1 )     Voucher  Prepara  t ion 

The  voucher,  presented  in  Exhibit  VII- 2,  on  page  hr  , 
is  prepared  for  every  expenditure.     The  voucher  is  then 


86 


F.XHIBI T  VII-2 


TSRO  Financial  Management 
Accounting  System 

PSRO  VOUCHER  FORM 

PSRO  VOUCHER  FORM 


VOUCHER  DUPLICATE 


PAY  TO:   .  VOUCHER  NUMBER:  (Preprinted) 


DATE: 


ACCOUNT  DISTRIBUTION  AMOUNT 


ACCOUNTS 
PAYABLE 
FUNCTION 


GENERAL 
LEDGER 
FUNCTION 


DISCOUNT, 


NET  AMOUNT 


APPROVAL 


NAME 


DATE 


EXTENSIONS  AND  FOOTINGS 
PRICE  AGREES  WITH  PURCHASE  ORDER 
QUANTITIES  AGREE  WITH  RECEIVING 
ACCOUNT  DISTRIBUTION  CHECKED 


APPROVED  FOR  PAYMENT: 
CHECK  NUMBER; 


CHECK  DATE: 


attached  to  each  incoming  invoice  with  the  appropriate 
supporting  documentation  for  processing. 

The  essential  elements  appearing  on  each  voucher  are: 

Voucher  Number  ~-  A  consecutive  voucher  number  is 
assigned  to  every  incoming  invoice.     If  two  invoices 
are  received  from  the  same  vendor,  one  voucher  may 
be  assigned  to  both  invoices. 

Name  and  address  of  creditor. 

General  Ledger  account  distribution,   including  amount 
and  terms  of  payment. 

Approvals  needed  from  both  employees  performing  the 
verification  and  managers  reviewing  the  voucher. 

Check  number  and  date. 

(2)     Invoice  Verification  and  Processing 

The  following  steps  should  be  performed  upon  receipt 
of  an  invoice: 

Employee  prepares  a  voucher  in  duplicate,  recording 
the  following  information: 

Invoice  date,   number,  and  amount 
Creditor's  name  and  address. 

Supporting  documents  are  pulled   (receiving  report,  and 
purchase  order)   and  attached  to  the  invoice  and  vouche 
The  original  voucher  with  supporting  documents  is  now 
ready  for  audit.     The  duplicate  vouchers  are  filed  by 
voucher  number  for  a  numerical  control. 

An  employee  verifies  the  invoice  data  against  the 
purchase  order  copy  and  receiving  report: 

Invoices  are  checked  for  mathematical  accuracy 

Prices  are  compared  to  a  purchase  order  or  a 
standard  price  list 

Quantities  billed  are  checked  against  receiving 
reports 

Vendor  and  type  of  purchase  is  traced  to  an 
authorized  vendor  listing. 
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A  mathematical  check  is  performed  for  all  invoices. 
Price  checking  will  differ  from  invoice  to  invoice. 

Upon , completion  of  these  steps,   the  individual  signs 
the  voucher  evidencing  performance  of  the  required 
processes.     Vouchers  can  now  be  reviewed  and  approved 
by  the  controller. 

The  verified  and  approved  vouchers  are  next  forwarded  to 
the  employee  in  charge  of  the  Accounts  Payable  Journal. 

2 .       MAINTENANCE  OF  THE  ACCOUNTS  PAYABLE  JOURNAL 

Under  the  voucher  method,  each  bill  is  recorded  in  the 
Accounts  Payable  Register  before  it  is  processed  through  the 
disbursement  function.     A  sample  format  for  this  journal  is 
shown  in  Exhibit  VII-3,   following  this  page,  and  contains 
the  following: 

Voucher  number 
Date 

Name  of  payee 

Explanation  of  the  transaction 
Check  number 

Debits  and  credits  as  per  description  below. 

The  first  amount  column  represents  a  credit  to  Accounts 
Payable.     Every  posting  in  the  Accounts  Payable  Journal  will 
have  a  credit  to  this  account.     All  other  amount  columns  in 
the  journal  are  debits. 

The  following  steps  will  be  completed  in  the  maintenance 
of  the  Accounts  Payable  Journal: 

Complete  the  columnar  headings  on  the  Accounts  Payable 
Journal . 

Record  liabilities  in  the  Accounts  Payable  Journal 
from  the  bills  and  vouchers. 

Total  columns,   foot,  and  crossfoot  Account  Payable 
Journal  at  month's  end. 

Update  the  Subsidiary  Expense  Ledger  each  time  an 
entry  is  posted  to  the  Accounts  Payable  Journal . 

Additionally,   to  complete  the  Accounts  Payable  process,  the 
Subsidiary  Expense  Ledger  will  be  updated  each  time  an  entry  is 
posted  to  the  Accounts  Payable  Journal. 
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3.        PREPARING  CHECKS  AND  RECORDING  CASH  DISBURSEMENTS 


Subsequent:  to  the  performance  and  completion  of  the  act  Lvi- 
ties  involved  in  approving  bills  for  payment  and  posting  to  the 
Accounts  Payable  Journal,  all  documents  (including  the  invoice, 
voucher,  purchase  order,  etc.)  are  forwarded  for  processing  and 
payment  through  the  cash  disbursement  function.  An  overview  of 
this  process  is  presented  in  Exhibit  VII-4,   following  this  page. 

The  major  steps  in  the  disbursement  process  include: 

Forwarding  vouchers . 

Preparing  checks  from  the  voucher  and  the  disbursement 
recorded  in  the  Cash  Disbursement  Journal. 

Annotating  vouchers  with  check  date,  number,  and  amount, 
and  forwarding  for  authorization  and  signature. 

The  designated  administrator  or  controller  examines 
the  documents  for  authorization,  signs  the  checks 
and  the  supporting  vouchers,  and  releases  the  checks 
for  mailing.     The  vouchers  are  then  cancelled  and 
returned  to  the  appropriate  unit  for  processing. 

To  maintain  the  Cash  Disbursement  Journal,   the  following 
steps  should  be  followed: 

Complete  the  columnar  headings  on  the  Cash  Disburse- 
ments Journal. 

Record  amount  in  the  Cash  Disbursements  Journal, 
simultaneously  creating  the  check. 

Record  voucher  number  as  listed  on  the  Accounts 
payable  Journal  by  the  appropriate  check  recorded 
on  the  Cash  Disbursements  Journal. 

Record  the  check  number  by  the  corresponding  voucher 
in  the  Accounts  Payable  Journal. 

Total  columns,   foot,  and  crossfoot  the  Cash  Disburse- 
ments Journal . 

All  cash  disbursements  are  recorded  in  the  Cash  Disburse- 
ment Journal  to  create  a  chronological  record  of  each  check 
issued.     Each  entry  is  serially  numbered  and  dated  to  facilitate 
the  investigation  of  details  concerning  cash  transactions. 


At  month's  end,   the  column  totals  of  both  the  Accounts 
Payable  and  Cash  Disbursement  Journal  are  posted  to  the  General 
Ledger.     The  posting  symbols  AP  or  CD  are  respectively  placed 
in  the  reference  column  of  the  General  Ledger  sheet  to  indicate 
the  source  of  entry. 

4  .        DISBURSEMENT  OVERVIEW 

Exhibit  VII-5  presents  an  overview  of  the  disbursement 
accounting  process.     A  case  situation  involving  payment  to  a 
nonsalaried  employee  is  illustrated  starting  with  voucher  prep- 
aration through  payment  and  tracing  the  expenditure  to  the  BQA 
151  Quarterly  Function  Cost  Summary. 

5 .       MINIMAL  ACCOUNTING  SYSTEM  REQUIREMENTS 

Small  PSRO's  may  not  require  the  normal  double  entry  account- 
ing system  to  meet  normal  good  financial  management  standards. 
For  example,  a  small  PSRO  with  only  several  employees  working 
with  only  a  few  fully  delegated  hospitals  may  require  only  a 
simplified  cash  disbursement  jounal  for  monitoring  and  reporting 
purposes.     A  properly  completed  cash  disbursement  journal  and  a 
monthly  reconciliation  of  the  PSRO  cash  account  may  be  the  only 
routine  processes  required. 

An  illustration  of  a  simplified  cash  disbursement  journal 
is  illustrated  in  Exhibit  VII-6. 
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VIII.      THE  SUBSIDIARY  LEDGER  FUNCTION 


The  expense  ledger  maintained  by  an  organization  provides 
the  basic  cost  accounting  information  for  internal  anil  external 
reporting.     If  developed  around  the  financial  reports  and  properly 
ordered,   the  expense  ledger  will  save  hours    of    time  each  month 
when  preparing  output  reports . 

The  specific  ledger  records  may  be  different  for  each  PSRO 
as  internal  management  statements  and  external  reporting  require- 
ments vary  from  one  organization  to  another.     The  subsidiary  ledger 
records  recommended  in  this  chapter  are  specifically  designed  for, 
and  limited  to  the  following  external  reports: 

Public  Voucher,  normally  submitted  monthly  to  DHEW 
Contract  Financial  Report,  required  by  DHEW 
BQA  151  Quarterly  Cost  Function  Summary. 

The  above  reports  are  discussed  in  greater  detail  in  Chapter  X. 

The  subsidiary  ledger  records  are  specifically  tailored  to 
the  Chart  of  Accounts  presented  in  Chapter  III.     The  proposed 
records  are  designed  to  meet  all  DHEW  requiremcnLs  with  a  minimum 
of  PSRO  bookkeeping  effort.     Standard  accounting  worksheet  paper 
may  be  used  for  the  forms  recommended  for  the  subsidiary  ledger. 

The  essential  steps  for  subsidiary  ledger  accounting  consist 

of: 

Establishing  subsidiary  ledger  records 
Posting  subsidiary  ledger  records 
Balancing  and  Reconciliation 
Consolidation  of  costs 
Preparation  of  Monthly  Public  Voucher 

Preparation  of  BQA  151  Quarterly  Cost  Function  Summary. 

1 .       ESTABLISHING  SUBSIDIARY  LEDGER  RECORDS 

As  noted  under  Chapter  III,  the  General  Ledger  account  codes 
were  designed  to  separate  Federal  program  cost  by  function,  i.e., 
concurrent  review,  etc.     BQA  reporting  requirements  also  include 
a  cost  breakdown  by  component,  i.e.,  salaries,  consultants,  etc. 
The  purpose  of  the  Subsidiary  Ledgers  is  to  separate  Federal  pro- 
gram cost  by  component;  the  Subsidiary  Ledgers  may  also  be  used 
to  accumulate  component  costs  for  PSROs  with  non-Federal  review 
programs . 

The  subsidiary  ledger  format  recommended  for  most  PSRO  is 
presented  in  Exhibit  VIII-1.     The  form  is  essentially  self-explanatory 
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A  separate  ledger  is  to  be  used  for  each  function,   as  noted 
on  the  upper  left  corner  of  the  form.     For  example,   a  separate 
ledger  must  be  maintained  for  Account  No.  711  Concurrent  Review, 
Account  No.   712  MCE  Studies,  etc.     In  order  to  meet  current  BQA 
reporting  requirements,  seven  (7)   separate  ledger  forms   (or  work- 
sheets)  must  be  established,   i.e.,  one  each  of  the  following  seven 
(7)   Ledger  accounts: 


The  subsidiary  ledger  workpapers  will  be  used  for  completing  the 
DHEW/BQA  reports  and  will  be  one  of  the  primary  source  documents 
required  for  Federal  audit  to  track  and  substantiate  PSRO  costs. 

2.       POSTING  SUBSIDIARY  LEDGER  RECORDS 

Posting  is  the  accounting  process  of  making  accounting  entries 
from  the  source  of  original  entry  to  the  subsidiary  ledgers .  For 
most  PSROs  the  source  of  original  entries  will  include: 


The  general  rule  for  posting  Federal  review  activity  is  that  all 
accounting  transactions  entered  in  the  General  Ledger  700  series 
accounts  must  also  be  posted  to  the  Subsidiary  Ledgers,  using  the 
appropriate  cost  component  codes. 

The  time  of  the  posting  will  vary  between  PSRO  bookkeepers 
and  appropriate  posting  marks,   therefore  references  should  be  used 
to  assure  that  entries  are  properly  posted  to  both  ledgers.  For 
most  PSRO's,  all  postings  to  both  ledgers  must  be  complete  for  each 
month  in  order  to  balance  and  reconcile,  as  discussed  below. 

3 .        BALANCING  AND  RECONCILIATION 

The  General  Ledger  trial  balance  function  is  discussed  under 
the  following  Chapter.     The  trial  balance  of  the  General  Ledger 
should  be  completed  before  the  Subsidiary  Ledgers  are  balanced  and 
reconciled  because  the  trial  balance  process  reduces  the  possibil- 
ity of  arithmetic  errors. 


Account  No. 


Function 


711 
712 
713 
714 
720 
730 
740 


Concurrent  Review 
MCE  Studies 
Profile  and  Norms 

Hospital  Assessment  and  Monitoring 
Long  Term  Care  Review 
Ambulatory  Review 
Administration 


General  Journal 

Cash  Disbursement  or  Accounts  Payable  Journal 
Payroll  Journal. 
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After  all  entries  are  posted  to  both  the  General  and  Sub- 
sidiary Ledgers,   the  balances  of  both  ledgers  must  be  determined 
and  the  monthly  totals  of  each  General  Ledger  Account  must,  agree 
with  the  Subsidiary  Ledger  totals  maintained  for  that  account . 
This  reconciliation  must  be  completed  monthly  in  order  to  prepare 
the  DHEW  cost  reimbursement  request   (Public  Voucher) . 

The  balancing  of  the  Subsidiary  Ledgers  consists  of  footing 
each  column  and  cross-footing  the  monthly  total.     A  line  should 
be  drawn  after  the  monthly  balancing  in  order  to  separate  the  month 
by  month  activities;   it  is  also  suggested  that  only  the  monthly 
total  be  extended  to  the  year-to-date  column  to  simplify  future 
reference . 

4 .  CONSOLIDATION  OF  COSTS 

A  special  monthly  consilidation  of  subsidiary  ledger  costs 
must  be  made  to  prepare  the  monthly  Public  Voucher  Exhibit  VII 1-2, 
Monthly  Cost  Summary,   illustrates  the  proposed  format  for  the 
consolidation  worksheet;   the  worksheet  is  a  relatively  simple 
addition  task  requiring  only  a  few  minutes  of  effort  after  the 
Subsidiary  Ledger  balances  have  been  reconciled  to  the  General 
Ledger  accounts . 

The  necessity  for  this  consolidation  process  is  due  to  dif- 
ferences between  the  DHEW/BQA  cost  reporting  requirements.  The 
monthly  Public  Voucher  requires  a  cost  component  breakdown  by 
subtotal  for  all  functions;  and  the  BQA  151  requires  a  quarterly 
cost  breakdown  by  individual  function. 

5.  PREPARATION  OF  PUBLIC  VOUCHER 

This  report  is  illustrated  in  Chapter  X.     It  is  sufficient  to 
mention  here  that  the  total  costs  shown  on  the  Monthly  Cost  Summary, 
as  explained  above,  represent  the  amount  that  should  be  claimed  for 
reimbursement.     Completion  of  the  Voucher  form  is  simply  a  matter 
of  transcribing  the  total  costs  by  component  subtotal. 

6 .  PREPARATION  OF  BQA  151  QUARTERLY  COST  FUNCTION  SUMMARY 

This  reporting  requirement  is  illustrated  in  Chapter  X.  The 
Subsidiary  Ledgers  show  the  monthly  subtotals  for  each  component, 
as  discussed  above.  At  the  end  of  the  quarter,  the  subtotals  for 
each  of  the  prior  three  months  should  be  added  on  a  separate  line 
of  the  Subsidiary  Ledgers,  ancj  once  the  Ledgers  are  balanced  and 
cross-footed  for  each  function,  the  quarterly  totals  may  be  trans- 
ferred directly  to  the  BQA  151  reports. 

It  is  important  to  note  that  the  same  amounts  are  used  for 
all  DHEW/BQA  reports;   this  assures  that  the  BQA  cost  reporting 
principle,  as  discussed  in  Chapter  I,  is  properly  satisfied. 
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7 .        NON-FEDERAL  REVIEW  ACTIVITY 

The  Subsidiary  Ledgers  presented  in  this  Chapter  may  also  b 
used  for  other  cost  accounting  purposes.     The  process  described 
above  is  exactly  the  same,  however  some  PSROs  may  require  more  o 
less  detail  and  the  ledgers  may  be  modified  accordingly. 
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CHAPTER  IX 


THE  TRIAL  BALANCE  FUNCTION 


The  four  processes  of  the  Trial  Balance  Function  consist  of: 

Trial  Balance  Preparation 
Adjusting  Journal  Entries 
Posting  Adjusting  Entries 
Accounting  Report  Preparation 
Year  End  Closing 

1 .  TRIAL  BALANCE  PREPARATION 

The  trial  balance  has  been  discussed  in  previous  Chapters  and 
in  the  Narrative   (Chapter  III).     A  trial  balance  is  merely  a  listing 
of  all  General  Ledger  accounts  having  balance  to  assure  that  total 
debits  equal  all  credits.     Trial  balances  may  be  taken  at  any  time 
as  an  arithmetic  check  and  may  consist  of  only  an  adding  machine 
tape . 

The  recommended  PSRO  accounting  system  requires  a  monthly  trial 
balance  procedure  as  an  integral  part  of  the  accounting  cycle;  refer 
to  Exhibit  1-1.  The  trial  balance  is  a  recommended  procedure  before 
the  Chapter  VIII  reconciliations  of  the  General  and  Subsidiary  Led- 
gers. A  trial  balance  will  help  locate  errors  more  quickly  in  the 
event  the  two  ledgers  do  not  balance  and  the  PSRO  accounting  person- 
nel have  to  start  working  back  through  the  month's  entries. 

A  trial  balance  may  be  taken  using  practically  any  type  of 
workpaper  format.     However,  a  combined  trial  balance  and  account- 
ing worksheet  is  recommended  in  order  to  save  time  in  performing 
the  month-end  accounting  tasks.     The  recommended  worksheet  format, 
Exhibit  IX-1,   reduces  the  amount  of  transcribing,   reduces  possibil- 
ity of  errors,  provides  for  easy  account  adjustment,   permits  easy 
preparation  of  internal  financial  reports,   and  eliminates  necessity 
of  closing  the  General  Ledger  accounts  each  month.     It  should  be 
noted  that  the  income  statement  columns  can  be  expanded  to  include 
debit/credit  columns  for  each  major  PSRO  program  activity,  i.e., 
local  government  contracts,  etc. 

Exhibit  IX-1  has  been  completed  using  hypothetical  data  to 
demonstrate  worksheet  completion  for  a  typical  PSRO. 

2 .  ADJUSTING  JOURNAL  ENTRIES 

At  month-end  it  may  be  necessary  to  adjust  the  accounts  to 
assure  that  revenues  earned  or  expenses  incurred  are  recorded. 
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The  recommended  worksheet  contains  special  columns  for  making  the 
adjusting  entries;  of  course  the  entries  must  also  be  recorded  in 
the  general  journal  and  posted  to  the  appropriate  ledgers. 

For  PSRO's  with  only  Federal  review  activity  under  a  DHEW 
contract,   there  will  be  basically  one  standard  adjusting  entry 
at  the  end  of  each  month.     This  entry  is  based  on  the  amount  of 
the  DHEW  contract  costs  that  are  claimed  for  reimbursement;  as 
noted  in  Chapter  VIII,   the  trial  balance  function  and  General 
and  Subsidiary  Ledger  reconciliations  are  closely  related  and 
interdependent.     The  sequential  detailed  steps  are: 

(1)  Take  trial  balance  using  recommended  worksheet  format 

(2)  Balance  Subsidiary  Ledger  workpapers 

(3)  Reconcile  Subsidiary  Ledger  totals  with  General  Ledger 
account  balances 

(4)  Prepare  Monthly  Cost  Consolidation  Summary  based  on 
Subsidiary  Ledgers 

(5)  Prepare  monthly  Public  Voucher   (and  Contract  Financial 
Report)   based  on  Monthly  Cost  Consolidation  Summary  and 
send  to  DHEW 

(6)  Prepare  adjusting  journal  entry  to  record  monthly  revenue 
earned,  as  follows: 

Account  Debit  Credit 

121  Account  Rec.-Fed.  Prog.  $80,000 

411  Revenue-Fed.  Prog.  $80,000 

(7)  Record  adjusting  entry  to  trial  balance  worksheet,  and 
any  other  adjusting  entries  required. 

(8)  Take  post-adjusting  trial  balance  and  extend  balances 
to  appropriate  income  and  balance  sheet  columns. 

(9)  Prepare  financial  statements  for  PSRO  management  as 
required . 

There  are  many  types  of  adjusting  entries  that  may  be  necessary 
for  PSRO  activities,  especially  for  the  larger  PSROs  having  several 
on-going  programs.     These  adjustments  are  common  to  most  accounting 
systems  and  a  complete  discussion,  procedural  presentation,  and 
examples  are  available  in  any  elementary  accounting  textbook.  Addi- 
tionally,  the  types  of  adjustments  unique  to  PSROs  are  discussed  in 
detail  in  the  Narrative,  Chapter  III. 
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3.        POSTING  ADJUSTING  ENTRIES 


As  discussed  above,   care  must  be  taken  to  assure  that- 
adjusting  entries  are  properly  posted  to  the  appropriate  ledger 
accounts . 

4 .  ACCOUNTING  REPORT  PREPARATION 

The  trial  balance  worksheet  may  be  used  for  preparing 
the  standard  internal  financial  reports.     As  noted,  PSROs  with 
several  on-going  programs  may  have  to  prepare  separate  income 
statements  for  each  of  the  programs.     Other  types  of  reports 
are  discussed  in  Chapter  X. 

5 .  YEAR- END  CLOSING  ENTRIES 

Most  PSROs  will  be  able  to  keep  the  General  Ledger  revenue 
and  expense  accounts  open  for  the  entire  year  and,  due  to  contract 
completion,   the  closing  process  is  required  only  at  year  end. 
Larger  PSROs  with  several  programs  may  have  to  close  certain  non- 
Federal  accounts    (800  series),  due  to  specific  requirements.  The 
accounting  procedures  for  year-end  closing  for  a  PSRO  are  basic- 
ally the  same  as  for  most  other  entities  and  are  demonstrated  in 
elementary  accounting  textbooks;   potential  problem  areas   ("or  cortui 
accounts  are  discussed  in  the  Narrative. 
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CHAPTER  X 


THE  REPORTING  SYSTEM 


The  final  step  in  the  financial  management  and  accounting 
process  is  the  preparation  of  periodic  management  reports  on  the 
financial  aspects  of  PSRO  operations.     At  this  point,   all  records 
previously  prepared  are  consolidated  to  present  results  of  cur- 
rent operations  to  internal  management  and  external  authorities. 
Reference  is  again  made  to  the  PSRO  FMAS  Overview  presented  in 
Chapter  I    (Exhibit  1-1  on  the  following  page) ;    this  exhibit 
depicts  the  flow  of  accounting  information  and  the  prerequisite 
steps  to  report  preparation.     This  chapter  presents  sample  internal 
reports  and  a  complete  discussion  of  the  external  reports. 

1 .        INTERNAL  REPORTS 

The  types,   format,   and  frequency  of  internal  accounting 
reports  is  a  factor  totally  dependent  upon  each  of  the  PSROs 
management  requirements.     Managers  of  the  smaller  PSROs  may,  as 
noted  in  previous  chapters,  not  have  a  full  double  entry  account- 
ing system;  rather,   they  may  use  only  a  simple  disbursement  ledger 
to  complete  the  external  reports  and  perform  a  monthly  cash  account, 
reconciliation  for  internal  purposes.     Managers  of  larger,  more  com- 
plex PSROs  may  have  several  accounting  personnel   and  maintain  an 
expanded  accounting  system  including  all  of  the  above  mentioned  sub- 
sidiary journals  and  ledgers  and  may  require  a  more  sophisticated 
month-end  reporting  system  consisting  of,   for  example: 

Balance  Sheet 

Income  Statements,  including: 

Separate  statements  for  each  program,  i.e., 
Federal,   non-Federal,  etc. 

Consolidated  statement 

Cash  Flow  Statements  and/or  Projections 

Accounts  Receivable  Listings 

Accounts  Payable  Listings: 

Separate  comparison  reports  for  each  program, 
i.e.,  Federal,   non-Federal,  etc. 
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Separate  comparison  reports  for  specific  functions 
within  a  program,   i.e.,  concurrent  review,  MCE 
studies,  etc. 

Consolidated  reports. 

Subcontract  status  reports  (financial) 

Indirect  cost  analysis  reports. 

The  above  listing  could  include  many  other  types  of  specialized 
reports.     Samples  and  prodedural  information  on  all  of  the  above 
are  readily  available  in  accounting  textbooks. 

Generally,   the  larger  PSROs  will  either  have  accountinq 
employees  sufficiently  skilled  to  prepare  the  required  internal 
reports  or  receive  DHEW  permission  to  obtain  professional  account- 
ing assistance  to  implement  the  internal  reporting  system  that 
meets  that  PSRO's  specific  requirements. 

2 .        EXTERNAL  REPORTS 

The  Professional  Standards  Review  Organization's  external 
financial  reporting  requirements  are  determined  largely  by  con- 
tracts or  agreements  with  the  Bureau  of  Quality  Assurance  of  the 
Department  of  Health,  Education,  and  Welfare  and  other  external 
organizations . 

PSROs  normally  will  invoice  the  Department  of  Health, 
Education,  and  Welfare  on  a  monthly  basis  for  reimbursement. 
In  addition,   those  organizations  with  annual  contracts  of  more 
than  $250,000  are  required  to  complete  and  submit  to  HEW  the 
Contract  Financial  Report   (515-4/69).     Organizations  with  con- 
tracts under  $250,000  must  file  the  same  report,  but  on  a 
quarterly  basis.     The  invoices  and  the  financial  report  are  to 
be  completed  using  the  Subsidiary  Ledgers  work  papers ,  as  dis- 
cussed in  Chapter  VIII.     A  case  illustration  is  presented  in 
this  chapter. 

It  should  be  noted  that  DHEW  Project  Officer  or  Contract 
Office  representatives  may  require  supplemental  financial  reports 
from  the  individual  PSROs.     Generally,   the  special  reports  are 
self-explanatory  and  require  no  additional  instructional  infor- 
mation . 

The  PSRO  Function  Cost  Summary  Report  BQA  151   (discussed  in 
detail  in  the  Federal  Reports  Manual)    is  required  by  BQA  on  a 
quarterly  basis.     The  case  illustration  also  demonstrates  this 
process . 
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3.        SUBSIDIARY  LEDGERS 


As  noted  in  Exhibit  I- J ,   PSRO  external  reports  are  prepared 
from  the  Subsidiary  Ledger  work  papers.     Chapters  VIII  and  IX 
presented  the   ledqer  format  and  the  detailed  stops  required  foi 
month -end  Vouchor  prepar.it  ion  and  quar  tor-end  steps  for  iuja  cost 
r cpor t  Lnq . 

4.        PMIS  SELF-INSTRUCTIONAL  COST  REPORTING  MATERIALS'  " 


BQA  has  available  a  self -instructional  cost  reporting  packet. 
PSROs  should  request  these  materials  for  all  personnel  concerned 
with  cost  reporting.     The  packet  provides  substantial  supplemental 
information  to  the  Federal  Reports  Manual  under  the  following 
sections . 

Section  I,  Over  View  of  PMIS 

Section  II,  PMIS  Cost  and  Accounting  Information 

Section  III,  Federal  Reports  Manual  -  Cost  Reporting 

Section  IV,  Personnel  Cost  Allocations;  Questions  and 
Answers 

Section  V,  Completing  R-QA   151  Quarterly  PSRO  Cost 
F u n  c t i  on  Summary 

-  .      Case  Study  1;   simple  hypothetical  case  study 
on  proper  report  completion 

Case  Study  2;  follow-on  case  study  including 
the  BQA  cost  reporting  requirements  for  non- 
Federal  review  activities 

Case  Study  3;     follow-on  case  study  including 
indirect  cost  reporting 

Section  VI,  Completing  BQA  153  Quarterly  Delegated 
Hospital  Function  Cost  Summary 

Case  Study  4;   simple  hypothetical  case  involving 
PSRO  consolidation  responsibilities 

Case  Study  5;   simple  hypothetical   case   in  vol  vine] 
PSRO  consolidation  respons  i  b  i  1  i  I  i  <\s 

Soot  i  on  vil,   Problem  Log 

Recommended  solutions  to  all  of  the  case  studies  are  included  in 
the  training  packet. 

There  is  an  important  difference  between  the  case  study 
materials  discussed  above  and  the  reporting  case  illustration 
presented  in  this  chapter.     The  difference  is  the  above  case 
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studies  in  the  training  materials  concentrate  on  questions  con- 
cerning the  substance  of  PSRO  costs  and  proper  allocations.  The 
case  illustration  in  this  chapter  concentrates  on  the  accounting 
procedures  required  to  prepare  external  reports  from  the  Sub- 
sidiary Ledger  worksheets  presented  in  Chapter  VIII. 

5 .  BQA  151  NON-FEDERAL  COST  REPORTING 

As  discussed  under  Chapter  VIII  and  presented  in  Case  Study 
B  in  the  training  materials,  BQA  currently  requires  PSROs  to 
report  non-Federal  review  costs.     Chapter  VIII  presents  the  mech- 
anics for  establishing  the  additional  subsidiary  ledgers  and  the 
Narrative   (Chapter  III)   discusses  the  process  under  Account  No. 
810.     The  reporting  process  for  the  non-Federal  review  activities 
is  the  same  as  presented  below  for  Federal  review  activities. 

6 .  CASE  ILLUSTRATION 

The  mechanics  of  transcribing  amounts  from  the  Subsidiary 
Ledger  work  papers  to  the  basic  required  external  reports  are 
summarized  in  the  illustration.     There  maybe  additional  sup- 
porting documentation  requirements  required  by  DHEW  for  individ- 
ual PSROs;   the  requirements  presented  below  represent  the  minimum 
requirements  for  all  PSROs  under  DHEW  contract. 

The  process  consists  of  five   (5)   steps  as  discussed  below. 

Starting  with  the  Subsidiary  Lodger  work  paper,  a:; 
discussed  in  Chapter  VIII,   the  illustration  Includes 
only  the  work  paper  for  Account  No.   711,  Concurrent 
review.     Hypothetical  data  for  the  month  of  October 
is  presented  and  this  amount  is  carried  forward  to 
successive  steps  for  completing  the  Public  Voucher 
and  BQA  151  report. 

The  sample  Subsidiary  Ledger  also  has  totals  posted 
for  November  and  December  activity;   this  is  to  provide 
basic  input  for  the  quarterly  report.     The  technique 
for  summarizing  monthly  and  quarterly  data  provides 
adequate  control  and  the  required  information  without 
having  to  close  the  General  Ledger  accounts . 

Step  2    (Exhibit  X-2) 

Based  on  the  concurrent  review  costs  presented  in 
Step  1,  the  Monthly  Cost  Consolidation  Summary  for 
October  is  illustrated.     Hypothetical  cost  data  for 
several  other  functions  are  also  illustrated  to  more 
closely  approximate  the  appearance  of  a  real  PSRO  report. 
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Step  3    (Exhibit  X-2) 


This  step  is  preparation  of  the  Public  Voucher  based 
on  the  step  2  cost  summary.     As  noted,   completing  the 
Voucher  is  simply  a  matter  of  transcribing  the  total 
costs  and  completing  the  other  required  information 
blocks . 

As  noted,  DHEW  contract  office  representatives  may 
request  other  supporting  information. 

Step  4    (Exhibit  X-2) 

This  step  is  optional  depending  upon  the  amount  of  the 
PSRO  funding.     As  noted,  completing  the  report  is  based 
on  the  public  voucher  with  carryforward  information. 

Step  5    (Exhibit  X-2) 

This  step  presents  the  technique  for  completing  the 
BQA  151  report.     The  quarterly  totals  shown  on  the 
Subsidiary  Ledger  worksheet  are  transcribed  to  the  BQA 
151  report;  only  the  concurrent  review  column  totals 
are  shown  because  only  one  Subsidiary  Ledger  worksheet 
was  illustrated.     The  quarterly  balances  from  each  of 
the  Subsidiary  Ledger  worksheets  would  normally  be 
reported  on  the  BQA  151.     As  noted,  a  more  complete 
presentation  on  BQA  151  report  preparation  appears 
in  the  BQA  training  materials  for  cost  reporting. 


EXHIBIT  X-2 
PSRO  FINANCIAL  MANAGEMENT 
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PUBLIC  VOUCHER  FOR  SERVICES 
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APPENDIX  A 


BUDGET  WORKPAPERS 


Recommended  workpapers  for  budget  prepara- 
tion are  contained  in  this  appendix.  These 
examples  will  assist  PSRO  personnel  in  forma- 
ting their  working  papers  and  reduce  the 
possibility  of  excluding  a  budget  item. 
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APPENDIX  B 
INDIRECT  COST  ACCOUNTING 


This  Appendix  presents  a  method  for 
collecting  and  controlling  indirect 
costs  for  PSROs  performing  both  Federa 
and  non-Federal  review  activities  and 
having  negotiated  a  provision  for  in- 
direct costs  with  DHEW. 


B-1 


/ 


APPENDIX  B 

INDIRECT  COST  ACCOUNTING 

Accounting  procedures  related  to  the  indirect  cost  account- 
ing process  are  discussed  in  the  Narrative  to  the  Chart  of 
Accounts,  Chapter  III,  under  the  following  accounts: 

Account  No.  900  Indirect  Expenses 
Component  Code  90  Subsidiary  Indirect  Costs 

The  discussion  under  the  above  accounts  includes  definitions  for 
direct  and  indirect  costs,  when  indirect  cost  rates  are  applicable, 
and  general  procedures  for  obtaining  a  negotiated  cost  rate  under 
a  DHEW  contract. 

There  are  many  acceptable  methods  for  accounting  for  indirect 
costs.     In  terms  of  DHEW/BQA  concern,  the  basic  operating  require- 
ment on  PSROs  having  negotiated  an  indirect  cost  rate  is  claim 
for  reimbursement.     The  indirect  cost  claim  must  be  based  on  an 
established  accounting  procedures  that  are  consistent  with  prior 
years  and  approved  budget  amounts . 

The  recommended  PSRO  internal  accounting  procedures  for  in- 
direct cost  accounting  are  optional.     The  procedures  are  relatively 
simple  to  follow  and  will  produce  a  mechanism  for  future  indirect 
cost  rate  redetermination.     The  recommended  procedures  also  will 
assist  PSRO  management  in  monitoring  actual  indirect  costs  as 
opposed  to  the  amount  of  indirect  cost  claimed   (applied)    for  DHEW 
reimbursement . 

The  recommended  indirect  cost  accounting  procedures  are 
illustrated  on  the  following  page. 
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INDIRECT  COST  RATE  ACCOUNTING  PROCESS 


TYPICAL  MONTHLY  CYCLE 

Hypothetical  Case  Data 

Monthly  Costs   (all  cash  expenditures) 

$10,000  -  Federal  review  activity  under  DHEW  contract 

5,000  -  Non-Federal  review  activity  under  Third 
Party  Agency  contract 

1,000  -  Indirect  costs 

Contract  Activities 

All  Federal  review  costs  ($10,000)  are  submitted  to 
DHEW  for  reimbursement;  the  $10,000  includes  $8,000 
of  salaried  personnel  costs. 

The  PSRO  contract  provision  for  indirect  costs  is  10% 
of  salaried  personnel  costs.     (Note:     Indirect  cost 
rates  are  normally  provisional  from  year  to  year  and 
are  usually  subject  to  subsequent  audit) . 


A/C  111  Cash 


A/C  121  Fed.   Program  Receivable 


(1)  $16,000 


(3)  $10,800 


A/C  410  Fed.  Program  Revenue  A/C  700  Fed.  Program  Expenses 


(3)  $10,800 


(1)  $10,000 

(2)  800 


A/C  810  Non-Fed.  Expenses 


(1)  $5,000 


A/C  900  Indirect  Expenses 


(1)    $  1,000 


(2)  800 


Entries 


(1)  Monthly  expenditures;  debit  expense  accounts,   credit  cash 

(2)  Record  indirect  costs;  month-end  adjusting  entry  to  debit 
Federal  program  expenses  and  credit  indirect  expense  clear- 
ing account   (direct  salaries  and  indirect  cost  rate  10% 
equal  $800  indirect  costs) 

(3)  Month-end  revenue  entry  based  on  monthly  costs  claimed 
for  reimbursement. 
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Comments 


The  normal  monthly  accounting  cycle  steps  for  PSROs  with  an 
indirect  cost  rate  is  basically  the  same  as  for  all  PSROs  except 
that  one  additional  month-end  adjusting  entry  is  required  to  apply 
indirect  costs  to  the  700  series  accounts  before  the  Monthly  Cost 
Consolidation  worksheet  is  completed. 

As  noted  in  the  Narrative,   the  use  of  the  Account  900  In- 
direct Expense  clearing  account  provides  a  constant  monitoring 
system  for  actual  indirect  costs  and  the  amount  of  indirect  cost 
claimed  for  DHEW  reimbursement. 

Indirect  cost  that  relate  to  non-Federal  programs   (800  series) 
should  be  applied  to  the  appropriate  accounts.     A  month-end  balance 
in  Account  No.   900  should  be  allocated  to  non-Federal  programs. 
Normally,  general  ledger  accounts  will  probably  not  be  closed  on  a 
monthly  basis;   interim  fanancial  statements  may  be  prepared  on  the 
trial  balance  worksheet   (Chapter  IX) . 
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